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EXAMINING ALLEGATIONS OF CORRUPTION 
AT THE EXPORT-IMPORT BANK 


Tuesday, July 29, 2014 

House of Representatives, 

Subcommittee on Economic Growth, Job Creation, 

AND Regulatory Affairs, 

Committee on Oversight and Government Reform, 

Washington, D.C. 

The subcommittee met, pursuant to call, at 10:05 a.m., in Room 
2154, Rayburn House Office Building, Hon. Jim Jordan [chairman 
of the subcommittee] presiding. 

Present: Representatives Jordan, DeSantis, Duncan, Meehan, 
Lummis, Collins, Meadows, Bentivolio, Cartwright, Duckworth, 
and Connolly. 

Also Present: Representatives Issa, Woodall, and Mulvaney. 

Staff Present: Molly Boyl, Deputy General Counsel and Parlia- 
mentarian; David Brewer, Senior Counsel; Sharon Casey, Senior 
Assistant Clerk; Steve Castor, General Counsel; Brian Daner, 
Counsel; Adam P. Fromm, Director of Member Services and Com- 
mittee Operations; Linda Good, Chief Clerk; Michael R. Kiko, Leg- 
islative Assistant; Mark D. Marin, Deputy Staff Director of Over- 
sight; Ashok M. Pinto, Chief Counsel, Investigations; Jessica Seale, 
Digital Director; Andrew Shult, Deputy Digital Director; Jonathan 
J. Skladany, Deputy General Counsel; Reb^ecca Watkins, Commu- 
nications Director; Jaron Bourke, Minority Director of Administra- 
tion; Courtney Cochran, Minority Press Secretary; Jennifer Hoff- 
man, Minority Communications Director; Tim Lynch, Minority 
Counsel; Brian Quinn, Minority Counsel; and Katy Teleky, Minor- 
ity Staff Assistant. 

Mr. Jordan. The committee will come to order. I want to thank 
our witnesses for being here. We’ll get to you in just a minute. 
We’re going to start with opening statements, and begin by recog- 
nizing the chairman of the full committee, the gentleman from 
California, Mr. Issa. 

Mr. Issa. Thank you, Mr. Chairman. Thank you for holding this 
very important hearing today. Our witnesses are here because it’s 
important the American people understand that with a pattern and 
a history of, and I use the word “corruption” in parentheses, but 
inappropriate behavior, questionable loans, a number of scandals 
that have made the American people question whether or not the 
term “bank” is appropriate for the Export-Import Bank. 

Ex-Im Bank is not just a government program or subsidy. It is, 
in fact, a longstanding entity that is intended to help us compete 
in our exports around the world, it’s intended to make American 
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products that would not otherwise be produced and exported pos- 
sible, but it is, in fact, a program that comes with a cost. Any time 
the American people have a question about whether or not the risk 
is worth the reward. Mr. Chairman, I’m one member who believes 
that the risk and reward should be positive. 

Americans compete around the world with countries who play by 
different rules. There are countries, like China, that will simply 
buy their way into a market. They will bribe individuals in govern- 
ment to gain rights and capabilities. Even countries as advanced 
as France are known to fail to meet the anti-corruption laws that 
America observes. So for that reason, it’s important when Airbus 
has an opportunity to sell to America, that Boeing have an oppor- 
tunity to have an even playing field. No company should be forced 
to move out of the country in order to access plans and financing 
that would be available to them — would not be available to them 
if they were within this. 

Having said that, our jurisdiction is not on renewing the Ex-Im 
Bank; our jurisdiction clearly is on waste, fraud and abuse and the 
organization — or organizational strategies necessary for the Amer- 
ican people to have a feeling of confidence in the Export-Import 
Bank. That does mean that we have to look at failures related to 
corruption and failures related to does this entity make loans pos- 
sible where they otherwise wouldn’t be possible, or is it often used 
for very high numbers for entities that would, in fact, otherwise 
still have a sale. 

This committee only a few weeks ago looked at an embassy pro- 
gram that went awry in Papua New Guinea. We do not blame the 
Ex-Im Bank for the failure of that construction project, but a decid- 
ing factor in the mid-construction change was, in fact, an Ex-Im 
Bank-sponsored loan program that was going to cause natural gas 
to be liquefied in Papua New Guinea and then sent to China. 

I, for one member, have serious questions about whether or not 
a company that is American flagged, but ultimately global, can re- 
ceive income from one country, sell it to another country, and then 
claim that the risk should be on the American taxpayers. 

So as we look at both the loan portfolio, the loan criteria, and the 
integrity of the organization, I hope we’ll do so with a positive atti- 
tude that this is a longstanding program that has merit, but that, 
in fact, we have an obligation to see lives up to the highest stand- 
ards, not of a bank, not of a government entity, but of a program 
designed on behalf of the American people to promote positive job 
growth here in America through our products being competitive 
around the world. 

And for that reason, Mr. Chairman, you are showing great lead- 
ership here today in giving the Bank and others an opportunity to 
make their case for how they can do better on behalf of the Amer- 
ican people, and I thank you for that, and yield back the balance 
of my time. 

Mr. Jordan. I thank the chairman. 

I would now yield to the ranking member of the subcommittee, 
the gentleman from Pennsylvania, Mr. Cartwright. 

Mr. Cartwright. Thank you, Mr. Chairman. And I welcome our 
witnesses on today’s panel. Today’s hearing is intended to examine 
recent allegations of corruption at the Export-Import Bank, an 
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independent, self-sustaining agency with a history of supporting 
U.S. jobs by financing the export of American goods and services. 
I do look forward to today’s testimony on the bank’s anti-corruption 
and anti-fraud efforts, the bank’s process for responding to em- 
ployee integrity issues, and how it does maintain high ethical 
standards that Congress and the American public expect from all 
government agencies. However, I am concerned that this hearing 
today has been called, in a rush to judgment, intended to tarnish 
the reputation of the Bank and its employees in an attempt unduly 
to influence a vote on the bank’s reauthorization. 

Four Ex-Im Bank employees are currently under investigation. 
Details of those investigations cannot and should not be discussed 
at this hearing, because congressional oversight is not supposed to 
jeopardize ongoing personnel actions or criminal investigations. I 
hope that the chairman will agree to instruct members not to jeop- 
ardize unintentionally the investigations by pressing for certain de- 
tails of alleged misconduct. 

Nonetheless, both Chairman Jordan and Chairman Issa have 
stated that these incidents, which we have very limited detail 
about, suggest a broader culture of corruption at the Bank, but the 
facts do not support that conclusion. Each of these investigations 
followed a formal referral for investigation that originated in the 
Ex-Im Bank’s general counsel’s office, and to date, every case of al- 
leged fraud that the IG has referred for prosecution concerns out- 
side entities which were seeking to steal taxpayer funds, not bank 
employees. 

Now, the fact that outside parties attempted to defraud the Bank 
does not indicate that there is a culture of corruption inside the 
Bank. Calling the Bank corrupt for crimes committed against it is 
what we call blaming the victim. 

Now, let’s talk about what this hearing is really about, and that 
is the reauthorization of the Ex-Im Bank. This issue, for the first 
time in modern memory, has become controversial, not because of 
the issue before us today, but because the Tea Party faction of the 
Republican Party is holding this reauthorization hostage. This 
hearing seems to be designed to influence this important upcoming 
vote with propaganda and political theater. 

A large group of Democrats as well as sensible moderate Repub- 
licans, many of whom I am proud to call my friends, understand 
the contribution that the Export-Import Bank makes to our com- 
munities by providing support for jobs and investments in small 
businesses all across America. It helps our domestic manufacturers 
compete with companies that are getting help from their own coun- 
try’s export banks overseas. We have to level the playing field for 
our companies, because other countries are putting their thumbs 
on the scale in favor of their own manufacturers. If we don’t level 
the playing field for our companies, our companies and our workers 
face unfair disadvantage. 

The Bank supports businesses in every state in the union. In my 
district alone. I’m very happy that the Bank supports 10 companies 
and 639 jobs. In fact, in Pennsylvania, the Bank supports $5.5 bil- 
lion in exports. Nationwide, the Bank has supported 1.2 million 
American jobs, generated billions for the government, and costs the 
U.S. taxpayers nothing. In fact, we make money on the deals. On 
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average, 87 percent of bank transactions benefit small business ex- 
porters of U.S.-made goods and services. These are deals that could 
not and would not be done by the private sector alone, and are the 
perfect example of the kinds of public-private partnerships we need 
to get our economy going again, get our businesses thriving again 
and get our people back to work. 

And speaking of getting back to work, I would note that this is 
the first hearing on the Economic Growth, Job Creation and Regu- 
latory Affairs Subcommittee that has even tangentially anything to 
do with job creation, and therefore, I appreciate — having — appre- 
ciate the chairman having this hearing at all. 

I do hope the chairman will join with me and other Republican 
and Democratic members who are calling for a reauthorization of 
a bank that supports U.S. jobs by financing the export of American 
goods and services. In fact, an op-ed by William E. Brock, labor sec- 
retary under President Ronald Reagan shows how far away from 
the tenets of President Reagan the modern Republican Party has 
drifted. He said, as a Republican, I would prefer that the private 
sector carry the entire load of supporting our international competi- 
tiveness, but the world market is not a level playing field, and the 
Bank is absolutely vital for companies involved in the global econ- 
omy. Having worked closely with Mr. Reagan on trade issues, I am 
confident that he felt the same. 

And, Mr. Chairman, I ask unanimous consent to enter this op- 
ed by Former Secretary Brock into the record. 

Mr. Jordan. Without objection. 

Mr. Cartwright. Thank you, Mr. Chairman, and I yield back. 

Mr. Jordan. I thank the gentleman for his statement. 

According to a recent report — well, let me do one other thing 
first. I ask unanimous consent that Mr. Mulvaney, the gentleman 
from South Carolina, be allowed to participate in today’s hearing. 

According to a recent report in The Wall Street Journal, at least 
four bank employees are under investigation for accepting bribes 
and steering Federal contracts to favored companies. In fact, fraud 
within and against the Bank may be far more widespread. The act- 
ing Inspector General of the Bank has informed the committee that 
there are at least 40, 40 active and ongoing investigations of fraud. 
And I would just as an aside highlight, after the ranking member’s 
opening statement, that what better time, what better time to dis- 
cuss real concerns at the Export-Import Bank than when we’re 
looking at the issue of reauthorization. I think this would be the 
appropriate time to have this kind of hearing and look at these 
very issues. 

In a hearing last month before the Financial Services Committee, 
Mr. Hochberg testified, “The article that was in yesterday’s Wall 
Street Journal, in my opinion, is actually a good article, because it 
says to our staff and to the exporter, if you’re doing anything 
funny, any funny business, we are on to you.” But just a few years 
ago the Export-Import Bank was at the center of the most high 
profile corruption scandal, Abscam, when former congressman, Wil- 
liam Jefferson, was caught with $90,000 in his freezer. As part of 
that investigation, an Ex-Im Bank employee admitted to taking a 
$100,000 bribe from a Nigerian businessman seeking financing 
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from the Bank. Apparently, the Bank’s employees need regular re- 
minders that it’s wrong to accept bribes. 

The allegations are appalling, but they are hardly shocking. The 
sole purpose of the Ex-Im Bank is to hand out billions of dollars 
to private companies in the form of direct loans, loan guarantees 
and credit insurance. Given such massive government largesse, the 
Bank is a natural target for fraud and its employees are natural 
targets for bribery and corruption. What is shocking is how the 
Bank has managed that risk. 

One of the witnesses before the committee today is alleged to 
have accepted bribes from a south Florida exporter known as 
Impex Associates. Ex-Im Bank has a long history with Impex Asso- 
ciates, approving over 22 deals stretching from 2002 to 2011. In 
2006, a 70-page lawsuit filed in Federal court laid out in excru- 
ciating detail how Impex Associates was nothing more than a mas- 
sive scheme to defraud the Bank. Even after the whole world knew 
that Impex Associates was bilking the American taxpayer, it took 
the bank’s management 3 years, 3 years to suspect there was any- 
thing wrong and refer the matter to the Inspector General. In fact, 
during those 3 years, the Bank approved five more deals with 
Impex, subjecting taxpayers to up to $40 million in liability. 

According to the 2013 Federal Employee Survey, the Bank’s staff 
have little faith in its leadership. When asked if, “my organization’s 
leaders maintain high standards of honesty and integrity,” only 42 
percent of the employees at the Bank said yes; when asked wheth- 
er they could, “disclose a suspected violation of any law, rule or 
regulation without fear of reprisal,” only 50 percent of the Bank 
employees said yes. That’s the culture that exists at the Bank, 
that’s why it’s appropriate we have this hearing at a time when 
we’re looking at the issue of reauthorization. 

President Obama famously said that when the American people 
lose faith in the ethical standards of government employees, all is 
lost. 

In the private sector, if half of the employees of a company lost 
faith in their leadership, there would be big problems with that 
company. Unfortunately, that is what appears to be the case today 
with the Export-Import Bank. That’s why we’re having this hear- 
ing. 

And with that, I would yield back our time and recognize — is 
there anyone else on the Democrat side who — is Mr. Cummings? 
Anyone else wish to make an opening statement? Anyone else on 
the Republican side wish to make an opening statement? 

We will now go to our — members have 7 days to submit opening 
statements for the record. We’ll now go to our witnesses. We have 
first Mr. Johnny Gutierrez, who’s the former official in the short- 
term trade and finance division — trade finance division, excuse me, 
of the Export-Import Bank; we have the Honorable Fred Hochberg, 
who’s chairman and president of the Export-Import Bank of the 
United States; and Ms. Diane Katz, who is a research fellow in the 
regulatory policy division at the Heritage Foundation. 

I want to thank you all for being here. We know it’s not always 
easy to do this, but we appreciate you being here with us. 

Pursuant to committee rules, all witnesses will be sworn in be- 
fore they testify. If you’ll please stand and raise your right hand. 
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Do you solemnly swear or affirm that the testimony you are about 
to give will he the truth, the whole truth and nothing hut the 
truth, so help you God? Let the record show that each witness an- 
swered in the affirmative. 

You guys know how this works. You’re given 5 minutes, more or 
less, right around the 5 minute mark, to make your opening state- 
ment. I know some of you submitted those already in written form. 
I’d like to thank you all for being here. And we will start first with 
Mr. Gutierrez. 


WITNESS STATEMENTS 

STATEMENT OF JOHNNY GUTIERREZ 

Mr. Jordan. Mr. Gutierrez, you have not provided us with any 
written testimony before today’s hearing. Do you wish to make an 
opening statement? 

Mr. Gutierrez. Upon advice of counsel, I hereby invoke my 
privilege against self-incrimination under the Fifth Amendment to 
the United States Constitution, which protects the innocent as well 
as the guilty. 

Mr. Jordan. We certainly respect that right you have, Mr. 
Gutierrez, under our wonderful Constitution. 

Mr. Gutierrez, as an official in the Export-Import Bank’s short- 
term trade finance division, you are uniquely qualified to provide 
testimony that will help the committee better understand allega- 
tions of corruption and fraud at the Export-Import Bank. To that 
end, I must ask you to consider answering the questions, so if you’ll 
just bear with me. 

Mr. Gutierrez, while you were at the Export-Import Bank, did 
you accept any gifts or items of value from either Geraldo Diaz or 
Impex Associates? 

Mr. Gutierrez. Upon advice of counsel, I hereby invoke my Fifth 
Amendment privilege against self-incrimination. 

Mr. Jordan. I just have a couple questions, Mr. Gutierrez, and 
then we’ll let you go here. 

Mr. Gutierrez, The Wall Street Journal reported that you and 
three other Export-Import Bank employees accepted gifts and kick- 
backs and improperly awarded contracts to favored companies. Are 
you aware of any other employees at the Export-Import Bank who 
accepted gifts or items of value from companies or individuals seek- 
ing export financing? 

Mr. Gutierrez. Upon advice of counsel, I hereby invoke my Fifth 
Amendment privilege against self-incrimination. 

Mr. Jordan. Just one last question, Mr. Gutierrez. Are you pre- 
pared to answer any questions here today about anything you did 
while you were at the Export-Import Bank? 

Mr. Gutierrez. Upon advice of counsel, I hereby invoke my Fifth 
Amendment privilege against self-incrimination. 

Mr. Jordan. Does the ranking member have questions for Mr. 
Gutierrez? 

Mr. Cartwright. Not at this time. 

Mr. Jordan. Mr. Gutierrez 

Mr. ISSA. Mr. Chairman? I would ask before you dismiss the wit- 
ness that — instruct counsel to meet with our counsel to see wheth- 
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er or not there is or could be a proffer prior to dismissal, since Mr. 
Gutierrez is here pursuant to a subpoena. I would rather do that 
than to try to make contact later. 

Mr. Jordan. We’re going to excuse Mr. Gutierrez. If — Mr. Gutier- 
rez, if there’s a chance you and your counsel could visit briefly with 
our counsel and — after you’re dismissed, we would appreciate that. 
So we’ll just take a short recess. Mr. Gutierrez, you’re dismissed. 

A couple, 2-minute break here, and we’ll maybe rearrange the 
table a little bit, and then we’ll be right back for our opening state- 
ments from Mr. Hochberg and Ms. Katz. 

Mr. Gutierrez, thank you for being here today. The witness is 
dismissed. 

[recess.] 

Mr. Jordan. Mr. Hochberg, you are recognized for 5 minutes. 


STATEMENT OF HON. FRED P. HOCHBERG 

Mr. Hochberg. Thank you. Chairman Jordan, Ranking Member 
Cartwright and committee members, thank you for inviting me 
here to testify before you today. 

Ex-Im Bank is the official export credit agency of the United 
States. We operate exclusively in cases where the private sector is 
unwilling or unable to provide support, and to level the playing 
field against foreign competition. I am proud of our 400-plus em- 
ployees, too, each and every day. Ex-Im Bank has supported 1.2 
million private sector jobs in the U.S. — U.S. jobs since 2009, includ- 
ing 205,000 in fiscal 2013 alone. The Bank operates at no cost to 
taxpayers, and in fiscal 2013, the Bank generated $1,057,000,000 
for U.S. taxpayers above and beyond the cost of all operations and 
loan loss reserves. The $1 billion goes towards deficit reduction. 

We report on default rate to Congress every 90 days. As of June 
30th, Ex-Im’s default rate was. 194 percent, or in other words, less 
than one-fifth of a percent. The private sector average rate, as cal- 
culated by the Fed, is currently three to four times that amount. 

Today’s hearing concerns ethics and how the agency addresses 
this important area of public trust. The Bank is fully committed to 
transparency and expects the highest ethical standards from all 
employees, and I look at this in three distinct areas: One, a culture 
of ethics starts at the top. I personally and the management team 
at the Bank are fully committed to running an ethical agency and 
operating at the highest ethical standards in government. Anything 
less than this is unacceptable. 

Second, a committed culture of ethics must also have a strong 
ethical training and compliance program to ensure that all employ- 
ees understand and internalize regulations and ethical expecta- 
tions. 

And third, lastly, because we don’t live in a perfect world, an ef- 
fective monitoring enforcement program must also exist. We work 
very closely with the Inspector General to monitor and enforce eth- 
ical concerns or breaches. One of my first orders of business when 
I joined Ex-Im was to establish a regular meeting with the Inspec- 
tor General. I continue to meet with him privately each and every 
month. 
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Before joining Ex-Im, I ran a business, a small business, in fact, 
for 20 years and I know what it means to meet a weekly payroll. 
I also know that the only way for an organization to be successful 
is to operate at a high ethical level and have zero tolerance for 
fraud, waste or abuse. 

Additionally, let me add that the agency’s ethics program are 
fully compliant with all laws, regulations and policies that govern 
this aspect of our work. We are committed to comprehensive ethics 
training for all employees — in fact, we have a manual right here — 
and foster an environment where employees are encouraged to ask 
questions and report suspected unethical behavior. 

Here are just seven examples of what we’re doing: all new em- 
ployees receive the manual ethics training upon arrival; they also 
receive mandatory annual ethics training thereafter; three, Ex-Im 
thoroughly reviews all financial disclosure reports, required to be 
filed by all employees on an annual basis; four, we conduct back- 
ground checks on all of our employees and contractors that work 
at the Bank; five, we also periodically conduct background re-inves- 
tigations on employees who have access to sensitive information 
and those who hold high level security clearances; six, we provide 
advice to employees to avoid any potential conflicts of interest; and 
lastly, we work closely with and refer matters, as appropriate, to 
the Inspector General. 

As I mentioned, I meet monthly with the Inspector General and 
we review the status of audits and other ongoing investigations and 
periodic reports to Congress. I am only informed of an investigation 
at the discretion of the Inspector General. 

Ex-Im Bank fully respects the authority of Congress to provide 
oversight of the Bank, and we strive to comply with all congres- 
sional requests to the fullest extent possible without compromising 
ongoing investigations. I know that every member of this panel 
shares my concern about not interfering with an ongoing criminal 
investigation. The last thing I want to do is interfere with the abil- 
ity of law enforcement officials to fully and successfully prosecute 
wrongdoing. 

I know there is intense interest in the allegations mentioned in 
the recent newspaper article. So as not to compromise the ongoing 
criminal investigations, privacy interest and due process rights, I 
can only say the following: Three individuals are no longer em- 
ployed by the Bank and a fourth has been placed on administrative 
leave. 

I want to reiterate, the Bank has zero tolerance for ethics viola- 
tions. And I look forward to answering your questions. 

[Prepared statement of Mr. Hochberg follows:] 
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WRITTEN TESTIMONY OF 
FRED P. HOCHBERG - PRESIDENT AND CHAIRMAN 
EXPORT-IMPORT BANK OF THE UNITED STATES 
BEFORE THE HOUSE COMMITTEE ON OVERSIGHT AND 
GOVERNMENT REFORM, SUBCOMMITTEE ON ECONOMIC 
GROWTH, JOB CREATION, AND REGULATORY AFFAIRS 

“EXAMINING ALLEGATIONS OF CORRUPTION AT THE EXPORT- 

IMPORT BANK” 

July 29, 2014 

Chairman Jordan, Ranking Member Cartwright, and distinguished members of the 
Subcommittee, thank you for inviting me to testify before you today. 

About Ex-Im Bank 

Ex-Im Bank is the official export credit agency of the United States. The mission of the 
Bank is to empower U.S. companies of all sizes to turn export opportunities into real sales that 
help maintain and create U.S. jobs and strengthen the national economy. Operating in cases 
where the private sector is unable or unwilling to provide financing and in instances of leveling 
the playing field from foreign government-backed competition, the Bank achieves its mission by 
equipping businesses with competitive export financing through its loan, guarantee, and 
insurance programs. 

I am proud of the job our 400+ employees do each and every day. Ex-Im Bank has supported 
nearly 1 .2 million private sector U.S. jobs since 2009, including 205,000 jobs in FY 2013 alone. 
The Bank operates at no cost to the taxpayers, and in FY 2013, the Bank generated more than 
$1,057 billion for the U.S. taxpayers above and beyond the cost of all operations. This $1 billion 
goes toward deficit reduction. We report our default rate to Congress every 90 days. As of June 
30th, Ex-Im’s default' rate is 0.194 percent. 

Keeping small businesses - the engine of our economy - at the forefront of U.S. exports is at the 
core of our work at Ex-lm Bank. When small businesses are empowered to reach the 95 percent 
of consumers who live outside our borders, more jobs spring up in America that would otherwise 
go to competitor countries - and that does wonders for our economy. In 2013, the Bank financed 


' This default rate is different than the default rates published in the annual Budget Appendix due to differing 
definitions. The reported rate in the Budget Appendix reflects projected defaults over the life of the loan while the 
default rate report as required in Section SB of the Bank’s charter reflects actual defaults at a particular point in 
time. 


1 
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a record 3,413 small businesses - nearly 90 percent ofEx-Im’s total transactions. In addition, Ex- 
Im financed more small businesses over the last five years than the prior eleven years combined. 


Leveling the Playing Field 


Two principles guide our work: leveling the playing field for U.S. exporters, and filling 
in gaps when the private sector is unable or willing to provide financing support. Ex-Im Bank 
recently released our Annual Competitiveness report to Congress illustrating the increasingly 
competitive global environment in which U.S. exporters must operate. There are some 59 other 
Export Credit Agencies (ECAs) around the world which finance exports benefitting their 
countries. Ex-Im Bank support is a vital force for leveling the playing field and empowering 
U.S. exporters to compete for global business on factors such as quality, innovation, and price, 
rather than on opaque financing terms. However, critics of Ex-Im Bank argue that we should not 
engage in helping to level the playing field for U.S. businesses and that the private sector alone 
should handle this. There is no question in my mind that when the private sector can provide 
financing which is competitive with the rest of the world, it should. Ex-Im Bank does not 
compete with private sector lenders; in fact, all applicants must provide a valid reason for 
requesting Ex-Im Bank support. 

Filling the Cans 

We also exist to fill in the gaps to finance transactions that would not otherwise take place 
because commercial lenders are either unable or unwilling to provide financing support. This 
was particularly true after the Asian financial crisis (1997), the terrorist attacks of September 11 
(2001), the SARS outbreak (2003), the financial crisis of 2008-2009 and other global disruptions. 
Often, commercial lenders do not want to provide financing for small business exports because 
the dollar value is too low. In general, commercial lenders are up against their lending caps in a 
particular region or industry sector and they will only provide the export financing if Ex-Im 
Bank will guarantee the loan. In these instances, Ex-Im Bank will step in to fill the gap and is 
able to salvage the transaction, turning a lost opportunity into real sales that support good 
American jobs here at home. Small businesses constantly face pressures, but it is almost always 
the case that during such crises, small businesses are the most impacted. 

A Commitment to Ethics at Ex-Im Bank 


Today’s hearing concerns ethics and how the agency addresses this important area of public 
trust. A culture of ethics starts at the top. I, personally, and the management team at the Bank are 
fully committed to running an ethical agency and operating at the highest ethical standards in the 
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government. Anything less than this is unacceptable. A committed culture of ethics must also 
have a strong ethical training and compliance program to ensure that all employees understand 
and internalize regulations and ethical expectations. Lastly, because we do not live in a perfect 
world, an effective monitoring and enforcement program must also exist. We work very closely 
with the Inspector General to monitor and enforce ethical concerns or breaches. One of my very 
first regular meetings that I established at Ex-Im was with the Inspector General. 1 continue to 
meet with him privately each month to discuss matters at the Bank. 

Before joining Ex-Im, I ran a small business for 20 years and know what it means to meet a 
weekly payroll. I know that the only way for an organization to be successful is to operate at a 
high ethical level and minimize fraud, waste, and abuse. I have applied these lessons learned 
from the private sector to my current position as President and Chairman of Ex-Im Bank. 
Additionally, let me add that the agency’s ethics program is fully compliant with all laws, 
regulations, and policies that govern this aspect of our work. We are committed to 
comprehensive ethics training for all employees and foster an environment where employees are 
encouraged to ask questions and report suspected unethical behavior. Among other duties, the 
Ethics staff: 

• Reviews 265 Confidential Financial Disclosure (450) forms and 28 Public Financial 
Disclosure forms (278) and conducts conflicts reviews 

• Conducts reviews of outside activity requests from Bank employees 

• Reviews employee outside employment requests, such as part-time teaching 

• Provides advice to employees on questions about ethical questions 

• Provides advice on post-employment restrictions for current and former employees 

• Provides travel guideline advice 

• Monitors the Bank’s “Ethics Advice” email account which was created to provide 
employees quick and discreet ethics advice on basic ethics questions. 

All new employees are provided introductory ethics training upon arrival and mandatory training 
thereafter. On a regular basis, we invite the Office of Special Counsel (OSC) to conduct Hatch 
Act training as well. The ethics staff ensures 100% participation of all GS-1 1 and above 
employees (above and beyond the minimum requirement mandated by the ethics regulations) by 
tracking who attends and following up with employee supervisors to ensure attendance. 
Employees who are unable to attend live sessions take an electronic course through the AGLearn 
online learning program. 

Last year, the Bank introduced the Quick Series “Ethics Guide for Federal Government 
Employees” a pocket sized guide to provide a quick reference for employees to refer to ethics 
rules. We incorporated the use of the guides into the 2013 training module, and we distribute the 
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guides to all new employees. The guides have been well-received by the stafif and resulted in 
increased employee engagement in ethics rules. 

Ex-Im’s ethics staff is the primary point of contact for ethics inquiries from Bank employees. 
Ethics officials, including the Designated Agency Ethics Official (DAEO), who is the Bank’s 
General Counsel, and the Alternative Designated Agency Ethics Official (ADAEO), who is the 
Bank’s Assistant General Counsel for Administration, are available to all managers and 
supervisors to respond to any ethics inquiries as they arise. Ex-Im ethics staff is constantly 
engaged in an on-going dialogue regarding the efficacy of the current ethics program and ways 
to improve the program. 

Ex-Im ethics staff collects, thoroughly reviews, and maintains public financial disclosure reports 
(SF-278) and confidential financial reports (SF-450). Since 2013, Bank employees electronically 
filed these reports using FDOnline. The FDOnline system is a secure, web-based system hosted 
by the Department of Commerce’s National Technical Information Service that provides for 
more streamlined collection and review of financial disclosure reports. The Bank also conducts 
periodic background checks on employees on a set schedule. 

Because of the frequent monitoring and the strong ethics culture in the Bank, financing 
disclosure compliance is 100 percent. The financial disclosure process includes a comparison of 
the individual’s holdings to a current list of entities doing business with the Bank. When 
appropriate, the ethics staff sends a letter to the employee about the potential conflict and advises 
them how to proceed in the event the employee becomes involved in a transaction involving that 
entity. 

With respect to conflicts of Board members, the Secretary of the Board reviews the Board 
Member’s potential conflicts list before every Board meeting and compares those entities to the 
entities involved in the transactions before the Board. If a conflict exists, the Board member 
exits the room before the matter is presented to the Board and returns after the vote on the matter 
is taken. 

Recent Ethics Allegations 

Working closely with the Inspector General, I was informed about an on-going, confidential 
investigation that could potentially involve criminal and other charges. Therefore, I was shocked 
and dismayed when 1 read about allegations on the front page of the fVa// Street Journal. 
Furthermore, because of our ethical culture, there was wide-spread shock, disappointment, and 
dismay at the article from the employees at Ex-Im Bank who work hard every day on behalf of 
the taxpayers and U.S. exporters. Simply put, the Bank expects the highest ethical standards 
from all employees. 
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Ex-Im Bank fully respects the authority of Congress to provide oversight of the Bank, and we 
strive to comply with Congressional requests while not compromising on-going law enforcement 
investigations and administrative personnel proceedings. The Bank has consulted with the 
Inspector General regarding the Committee's request to disclose the names of the four 
individuals referred to in the Wall Street Journal article. The Inspector General, whose office is 
conducting the investigation, shares concerns that disclosure could interfere with on-going 
investigations. On the advice of the Bank’s Inspector General and its General Counsel, certain 
information is being withheld to preserve the integrity of the on-going criminal investigations 
and to preserve the due process and privacy rights of individuals. 

With respect to the four individuals mentioned in the Wall Street Journal whom are known to the 
Bank to be subject to on-going criminal investigations or administrative personnel actions, the 
Bank can say, without identifying these individuals by name, that three of the individuals are no 
longer employed by the Bank and the fourth has been placed on administrative leave pending the 
results of the on-going personnel action and/or criminal investigation. We look forward to a full 
accounting of the facts once the Inspector General’s investigation is complete so that we can 
evaluate the situation and, as necessary, build on the steps already taken to assure that Ex-lm’s 
already robust ethics program is as strong as possible. 

With respect to the Committee’s recent document request, Ex-Im Bank has complied with the 
request to the extent possible on very short notice and given the on-going investigations. To date, 
the Bank has produced more than 1,700 pages of documents responsive to the Committee’s 
requests. The Bank will continue to work to accommodate the Committee’s informational needs 
without jeopardizing criminal investigations or the resolutions of on-going personnel matters. 

I thank the Committee again for the opportunity to appear before you today. I want to reiterate 
that the Bank has a zero tolerance policy for ethics violations and we will prosecute to the fullest 
extent of the law. I look forward to answering your questions and concerns. 
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Mr. Jordan. We now recognize Ms. Katz. 

STATEMENT OF DIANE KATZ 

Ms. Katz. Chairman Jordan, Ranking Member Cartwright and 
members of the subcommittee, thank you for having me here today 
to testify. My name is Diane Katz and I am a research fellow in 
regulatory policy at The Heritage Foundation. The views expressed 
in this testimony are my own and should not be construed as offi- 
cial positions of The Heritage Foundation. 

As you are aware, the charter of the Export-Import Bank expires 
on September 30th. Proponents of reauthorization assert that the 
Bank sustains American jobs, fills gaps in export financing, and 
levels the playing field against subsidies provided by foreign gov- 
ernments; however, there is abundant evidence to the contrary and 
the academic literature is virtually unanimous in concluding that 
export subsidies are detrimental. 

The Office of Inspector General and the Government Account- 
ability Office have repeatedly documented mismanagement and 
dysfunction within Ex-Im, including insufficient policies to prevent 
waste, fraud and abuse. This pattern of carelessness with taxpayer 
dollars is evident in the multitude of criminal cases involving the 
Bank. 

As the chairman noted, employees say that ethical conduct is not 
among Ex-Im’s strengths. In a 2013 government survey, only 42 
percent of bank employees agreed with the statement, my organiza- 
tion’s leaders maintain high standards of honesty and integrity. 

In a 2013 review of direct loans, the Office of Inspector General 
identified the Bank’s non-compliance with even the most basic Fed- 
eral procedures, noting “Bank personnel failed to document appli- 
cants’ eligibility and application requirements and disregard man- 
datory checks on applicants’ character and financial integrity.” 

Operational deficiencies appear to have worsened as bank financ- 
ing has surged. Ex-Im’s portfolio has increased by 94 percent since 
2008. As noted by the Inspector General, this rapid growth raises 
concerns as to Ex-Im’s inability to manage and monitor its port- 
folio. 

Failures in management and monitoring are evident in dozens of 
cases of fraud. Based on a review of government data. The Heritage 
Foundation documented 124 investigations initiated between Octo- 
ber 2007 and March 2014, as well as 792 claims involving more 
than a half billion dollars. There also have been 74 administrative 
actions since April 2009 in which bank officials have been forced 
to halt transactions based upon investigative findings. 

A lack of due diligence was explicitly cited in the disappearance 
of $577 million related to the Bank’s financing of a massive natural 
gas project in Papua New Guinea. The Inspector General noted 
that Ex-Im did not fully vet the relevant persons and entities con- 
nected with the project. 

Similar lapses were cited in the Bank’s financing of the Bolero 
mine project in Mexico, which defaulted within months of receiving 
a $420 million loan. According to the Inspector General, project 
vulnerabilities “were not sufficiently addressed in Ex-Im Bank’s 
due diligence efforts.” 
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In other cases, the Bank has engaged in literally dozens of trans- 
actions with an individual or a company before discovering that 
taxpayers were being defrauded. For example, from 2008 through 
2010, Jose Quijano acted as an exporter in 96 fraudulent loan 
transactions insured by the Ex-Im Bank. Between 2004 and 2007, 
Ismael Garcia acted as the purported exporter in at least 31 fraud- 
ulent transactions involving $23 million in loans. From 2004 
through 2007, Jose Velasco and others submitted false documents 
for 13 Ex-Im loan guarantees. The Bank subsequently paid $18 
million in claims on the defaulted loans. Between 2004 and 2009, 
Luis Moy acted as the exporter in 11 fraudulent Ex-Im Bank in- 
sured or guarantied loans totally $11.2 million. 

Fraud and corruption are not the only risks to taxpayers related 
to Ex-Im. The Government Accountability Office reported that the 
Bank appears to be relying on inappropriate risk modeling that 
could produce inaccurate estimates of subsidy costs and losses. 

Ex-Im officials also are skirting requirements for determining the 
effect of export subsidies on domestic firms. Specifically, the Bank 
omitted relevant data and analysis beyond that considered nec- 
essary to support staff recommendations for financing. 

Despite promises to improve matters over the years, bank offi- 
cials continue to neglect due diligence, misstate losses, and exag- 
gerate benefits. These failures are important to acknowledge as you 
consider whether to reauthorize the Bank or allow its charter to ex- 
pire. Thank you. 

Mr. Jordan. Thank you, Ms. Katz. 

[Prepared statement of Ms. Katz follows:] 
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Testimony of Diane Katz 
Research Fellow, The Heritage Foundation 
Before the House Committee on Oversight and Reform 
Subcommittee on Economic Growth, Job Creation and Regulatory Affairs 
July 29, 2014 

Chairman Jordan, Ranking Member Cartwright, and Members of the Subcommittee, thank you 
for inviting me to testify this morning. My name is Diane Katz. I am a Research Fellow in 
Regulatory Policy at The Heritage Foundation. The views expressed in this testimony are my 
own, and should not be construed as representing any official position of The Heritage 
Foundation, 

The charter of the Export-Import Bank (Ex-Im), last authorized in 2012, expires on September 
30. Proponents of renewal assert that the bank sustains American jobs, fills gaps in export 
financing, and levels the playing field against simitar subsidies provided by foreign governments. 
However, there is abundant evidence to the contrary.' The academic literature is virtually 
unanimous in finding that subsidies, in general, and export subsidies, in particular, are 
detrimental to the economy.^ 

The Export-Import Bank’s Office of Inspector General (OIG) and the Government 
Accountability Office have repeatedly documented mismanagement and dysftinction within Ex- 
Im, including insufficient policies and procedures to guard against waste, fraud, and abuse.”^ 

This pattern of carelessness with taxpayer dollars is evident in a multitude of criminal cases 
involving bank operations, as detailed below. 

Background 

The Export-Import Bank of the United States was incorporated in 1934 by President Franklin D. 
Roosevelt to finance trade with the Soviet Union. Congress later constituted the bank as an 
independent agency under the Export-Import Bank Act of 1945. Its authorization, last extended 
in 2012, will expire on September 30. 


' For details, see Diane Katz, U.S. Export-Import Bank: Corporate Welfare on the Backs of Taxpayers, Heritage 
Foundation Issue BriefNo. 4198, April 11, 2014, hltD://www.heritage.org/research/reports/2014/04/us- 
exportimport-bank-corporate-welfare-on-the-backs-of-taxpavers ; Diane Katz, The Export-Import Bank: A 
Government Outfit Mired in Mismanagement, Heritage Foundation Issue BriefNo. 4208, April 29, 2014, 
http:/7www.heritage.org/research/reix)rts/20(4/04/the^xtx)rtimnort-hank-a-government-outfit-mired-in- 
mismanagement : Diane Katz, Export-Import Bank: Cronyism Threatens American Jobs, Heritage Foundation Issue 
BriefNo. 4231, June 02, 2014, httD://thf media.s3.amazonaws.com/2QI4/Ddf/lB423 1. pdf : and, Veronique de Rugy, 
Mercatus Center at George Mason University, http://mcrcatus.ore/export-import-bank . 

^ Salim Furth, The Export-Import Bank: What the Scholarship Says, Heritage Foundation Backgrounder No. 2934 
(forthcoming). 

’ Export-Import Bank, Office of the Inspector General, Semiannual Report to Congress: April 1, 2013 to September 
30, 2013, httD://\vww.exim.gov/oia/uDload/OiG Report FA13 SOS.ndf 
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The bank provides loans and loan guarantees as well as capital and credit insurance to facilitate 
U.S. exports."’ The financing is backed by the “Ml faith and credit” of the U.S. government, 
which means taxpayers are responsible for losses that bank reserves fail to cover. 

The 2012 Reauthorization Act set Ex-Im’s exposure limit at $120 billion in 2012, with additional 
increases to $130 billion in 2013 and $140 billion in 2014. Last year, the bank authorized a total 
of $27.3 billion in financing, bringing the bank’s lending portfolio to $1 13.8 billion. Officials 
report that Ex-lm’s exposure remains within statutory limits. However, the Government 
Accountability Office, in a recent report, documented “weaknesses” in Ex-lm’s forecasting, and 
concluded that “Ex-Im Bank’s forecast of exposure could be higher than the exposure limit set 
by Congress for 2014.”’ 

U.S. exports topped $2.3 trillion in 2013, the fourth straight year of record levels.’ The Ex-Im 
bank financed just 1 .6 percent of total exports last year.^ The fact that more than 98 percent of 
exports do not rely on Ex-Im subsidies indicates that there is no shortage of private investment to 
finance trade.* 

Very large corporations are the primary beneficiaries of Ex-lm financing. JustlO companies 
profited from 75 percent of Ex-lm subsidies in FY2013.’’ These major beneficiaries include 
Boeing (market cap of $91 billion); General Electric (valued at $267 billion); Bechtel (2013 
revenues of: $39.4 billion); and Caterpillar (with 2013 sales and revenues: of $55 billion). 

A Record of Fraud and Corruption 

Advocates of the Export-Import Bank claim that its taxpayer-subsidized financing is a safe — and 
lucrative — investment for taxpayers. However, the bank’s Office of Inspector General and 
Government Accountability Office (GAO) have repeatedly documented transgressions in bank 
operations, including inadequate due diligence and insufficient risk management. 


* The bank provides foreign firms, both state-controlled and privately held, with loans and other forms of credit to 
purchase U.S. exports. 

Government Accountability Office, Export-Import Bank: Additional Analysis and Information Could Better 
Inform Congres.s on Exposure, Risk, and Resources, May 30, 2013, vvww.gao.gQv/nroducts/GAO-13-620 
‘ U.S. Dept, of Commerce, U.S. Exports Reach $2.3 Trillion in 2013, Set New Record for Fourth Straight Year, Feb. 
6, 2014, httD://www.commerce.eov/news/Drcs.s-releases/20l4/02.’'06/us-exnorts-reach-23-triilion-2013-set-new- 
record-fourth-.straight-vear 

’ Veronique de Rugy, There Are Better Ways to Help US Exporters Compete Abroad Than the Ex-Im Bank, 
Mercatus Center at George Mason University, July 2, 2014, hltp://mercatus.org/Dubiication/there-are-hetter-wavs- 
help-us-exporters-compete-abroad-ex-im-bank 

* Veronique de Rugy, There Are Better Ways to Help US Exporters Compete Abroad Than the Ex-Im Bank, 
Mercatus Center at George Mason University, July 2, 2014, htti)://mercatus.org/Dublication/there-are-better-wavs- 
helD-u.s-exDorters-compete-abroad-ex-im-bank 

’ Veronique de Rugy, The Biggest Beneficiaries of the Ex-Im Bank, Mercatus Center of George Mason University, 
http:/, 'mercatus. ore/sites/default/files/deruev-exim-exDorters-rinal.ndr 
Written testimony of Fred P. Hochberg, President and Chairman, Export-Import Bank of the United States, before 
the Senate Committee on Banking, Housing and Urban Affairs, January 28, 2014, 

http://wwvv.banking.senate.eov/public/index.cfm?FuseAction=Files.View&FileStore id=35cd28bf-9349-43ce-829f- 
92d7(3971a6f 
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Serious procedural failures increase the likelihood of fraud and corruption. In a 2013 review of 
direct loans, the Office of Inspector General identified noncompliance with basic Federal and 
agency policies.” According to the report, 

(B)ank personnel fail to document applicants’ eligibility and application 
requirements and disregard mandatory checks on applicants’ character and 
financial integrity. Also, loan officers did not always perform or document 
performance of required tasks intended to ensure (1) borrower eligibility and 
compliance with Ex-Im Bank credit policies and standards, (2) completeness of 
loan applications, (3) collection and maintenance of all required documents, and 
(4) that comprehensive Character, Reputational and Transaction Integrity (CRTI) 
due diligence reviews were completed and documented prior to loan approval. 

These conditions occurred in part as a result of inadequate record-keeping and 
reliance on institutional knowledge instead of policies and procedures. 

In testimony last month before the House Committee on Financial Services, Inspector General 
Osvaldo Luis Gratacos stated that bank management has consistently failed to establish internal 
controls over business operations, noting that “clear guidance to staff and establishing clear roles 
and authorities have not been prevalent at Ex-Im Bank.”'^ 

Such operational shortcomings have worsened as bank financing has surged. Ex-Im Bank’s 
portfolio has increased by 94 percent since 2008 (from $58.4 billion in FY2008 to $1 13.8 billion 
in FY 2013). As noted by the inspector general, “This rapid growth in Ex-lm Bank’s total 
portfolio exposure raises concerns as to Ex-Im’s ability to manage and monitor this significant 
portfolio growth.”” 

Failures in management and monitoring are evident in dozens of cases of fraud and other 
wrongdoing. Based on a review of OIG data. The Heritage Foundation documented 124 
investigations initiated between October 2007 and March 2014, as well as 792 separate claims**' 
involving more than a half-billion dollars. There also have been 74 administrative actions'^ since 


“ Export-Import Bank Office of Inspector General, Export-Import Bank’s Management of Direct Loans and Related 
Challenges,, September 26. 2013. http:/Avww.exim.gov/oig/upload/01G-Final-Report-Audit-of-Ex-lm-Bank-s- 
Management-of-Pirect-Loans-and-Related-Challcnees -09-26- 13-2. Pdf 

Statement of Honorable Osvaldo Luis Gratac6.s Inspector General Export-Import Bank of the United States 
before the United States House of Representatives Committee on Financial Services June 25, 2014, 
http://exim.gov7oie/reDorts/upload/Gratacos-Writtcn-Statement-HQuse-Financial-Services-Committee-.Iune-20I4- 
Final.pdf 

Statement of Honorable Osvaldo Luis Gratacos inspector General Export-Import Bank of the United States 
before the United Slates House of Representatives Committee on Financial Services June 25, 2014, 
http://exim.gov/Qig/reports/uplQad/Gr3tacos-Written-Statement-Housc-Financial-Services-Committee-.Tune-20I4- 
Final.pdf 

“ Not all claims opened or closed in the period are related to cases opened or closed in the period, but may be 
related to other active investigations. The referral of a claim to the OIG for investigation does not establish the 
existence of fraud and not all claims included in a case under investigation are necessarily fraudulent until proven 
so. 

Administrative actions are responses by Ex-lm Bank to stop transactions, cancel policies, or protect funds at risk 
based upon investigative findings. 
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April 2009, in which bank officials were forced to act internally on the basis of investigations by 
the Office of Inspector General. 

A lack of due diligence was explicitly cited by the OIG in its review of the bank’s $3 billion 
financing of a liquefied natural gas project in Papua, New Guinea, sponsored by ExxonMobil 
and other major energy firms.'® The inspector general was unable to validate some $577 million 
in costs financed by the Bank, noting that “the overall level of character, reputational and 
integrity due diligence conducted for this transaction could have been more comprehensive ... It 
did not fully vet the . . . relevant persons and entities connected with the project.” Transparency 
International currently ranks Papua New Guinea as 144 on a scale of 1 77 in its Corruption 
Perceptions index (with 177 being the most corrupt)."' 

Similar lapses were noted in the bank’s $420 million financing of a copper-cobalt-zinc mine in 
Mexico, which defaulted within months of receiving the loan. '* According to the OIG, project 
vulnerabilities “were not sufficiently addressed in Ex-Im Bank’s due diligence efforts, nor 
sufficiently evaluated in the internal documents submitted to the Board of Directors for 
consideration.”'* 

In a number of criminal cases,^" the bank has engaged in multiple transactions with an individual 
or company before discovering that taxpayers were being defrauded. For example: 

• From 2008 through 2010, Jose L. Quijano, through Gangaland USA, LLC, acted as an 
exporter in 96 loan transactions insured by the Ex-!m Bank and received approximately $3.6 
million in proceeds. Quijano admitted that he and others falsified financial statements, 
waybills, purchase orders, and bills of lading to falsely represent that purchases and the 
exporting of U.S. goods were for buyers in South America. All of the loans involving 
Gangaland were fraudulent and no U.S. goods of any kind were shipped to South American 
buyers. 

• From 2003 through 2009, Guillermo O. Mondino assisted foreign buyers to create fraudulent 
loan applications, financial statements, purchase orders, invoices, and bills of lading to 
falsely represent the purchase and export of U.S. goods to buyers in South and Central 
America. After receiving more than $24 million in Ex-Im Bank insured loan proceeds, 
Mondino diverted about $6.4 million of the loan proceeds. 

• Between April 2004 and November 2007, Ismael Garcia acted as a purported exporter in at 
least 31 fraudulent transactions involving $23 million in loans insured by Ex-Im Bank. 
Garcia retained some $1.1 million of the proceeds, and sent the balance to co-conspirators 


'' Export-Import Bank Office of Inspector General, Report on the PNG LNG Project Financing, June 1 8, 20 14, 
http://www.exim.eov/oie/reDorts/upload/PNG-l.NG-INSPECT10N-REPORT-5n8-Final-Redacted.Ddf 
Transparency International, httD://www.transparencv.ore/ 

The bank subsequently restructured the loan. 

” Export-Import Bank Office of Inspector General, Report on Minera y Metalurica del Boleo S.A., September 30, 
2013, http://www.exim.gov/oig/uDload/REPACTED-Ret)ort-on-Minera-v-Metalurica-del-Boleo-SA-Report-Final- 
01G-lNS-13-01-130930.Ddf 

All cases were excerpted from semiannual reports of the Office of Inspector General. 
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and foreign buyers in Mexico. Ex-Im Bank paid out nearly $18 million in losses on the 
defaulted loans. 

• From April 2004 through November 2007, Jose Velasco and others prepared and submitted 
false commercial invoices, bills of sale, and bills of lading for goods purportedly purchased 
and shipped using the proceeds of 13 Ex-Im loan guarantees. The bank subsequently paid 
$17.9 million in claims on the defaulted loans. 

• Between 2004 and 2009, Luis E. Moy acted as the exporter in ii fraudulent Ex-Im Bank 
insured or guaranteed loans totaling $11.2 million. Moy and others conspired to make false 
statements about the purchase of U.S. manufactured equipment, supplied false invoices, and 
falsified other records to fraudulently represent to the lending bank and Ex-Im Bank the 
purchase and export of U.S. goods to various buyers in Mexico. 

• Leopoldo Parra and others defrauded Ex-Im Bank by engaging in 18 fraudulent and fictitious 
loans. Parra and his co-conspirators submitted false documents stating that U.S. goods had 
been purchased by and shipped to various buyers in Mexico. Parra retained for his own 
personal use and benefit approximately $809,007. 

Mismanagement of Risk 

Fraud and corruption are not the only risks to taxpayers related to Ex-Im dealings. Financing 
exports entails financial and political risks, including changes in interest rates, currency 
fluctuations, political unrest, and international conflicts. With hundreds of millions of taxpayer 
dollars at stake, one might reasonably assume that Ex-Im applies rigorous risk analysis to its 
lending. But according to the inspector general, “Ex-lm Bank lacks a systematic approach to 
identify, measure, price and reserve for its portfolio risk.”^' 

The Government Accountability Office also reported that the bank appears to be relying on 
inappropriate risk modeling that could produce inaccurate estimates of both subsidy costs and 
potential losses.^^ 

The bank does assign a risk rating to each transaction. However, it does not assess the 
relationships between all the various risks in its portfolio. For example, aircraft transactions 
account for nearly half of the balance sheet exposure, but each new airline transaction is assigned 
a risk rate in a vacuum — failing to account for the bank’s inordinate investment in that single 
sector of the economy.^’ The lack of thorough analysis is particularly problematic for taxpayers 


“ Export-Import Bank Office of Inspector General, Report on Portfolio Risk and Loss Reserve Allocation Policies, 
Sept. 28, 2012, http://exim.gOv/uig/uDload/Final-20ReDort-20ComDleie-20Portfolio-20Risk-20120928-l.pdf 
Mathew J. Scire, U.S. Government Accountability Office, “Recent Growth Underscores Need for Improved Risk 
Management and Reporting,” testimony before the Committee on Financial Services, U.S. House of 
Representatives, June 13, 2013. 

Export-Import Bank Office of Inspector General, Report on Portfolio Risk and Loss Reserve Allocation Policies, 
Sept. 28, 2012, littp://exim.gov/oig/upload/Final-20Report-20Comnlete-20Portfolin-20Risk-201 20928-1. pdf 
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because Ex-lm financing is heavily concentrated in two geographic regions (Asia and Latin 
America) and three economic sectors (airlines, oil and gas, and power). 

Ex-lm also does not analyze the risk of the “sub-portfolios” mandated by Congress — ^which 
include small business, sub-Saharan Africa, and renewable energy — although their performance 
likely differs from the overall portfolio. 

Without accurate risk assessments, the bank cannot determine the appropriate level of capital 
reserves that are prudent. A future shortfall could provoke a bailout. 

Hidden Losses 

Congress and taxpayers have been told repeatedly that Ex-lm returns surplus revenue to the U.S. 
Treasury. However, the non-partisan Congressional Budget Office reports that if the bank 
followed more accurate accounting, its ledger would show a cost to taxpayers of $200 
million/year, or $2 billion over 10 years.^^ That is because the bank calculates its future revenue 
from loan repayments based on interest rates tied to Treasury securities. But unlike private 
banks, which follow much stricter accounting rules, Ex-lm does not adjust the amount of 
anticipated revenue for changes in the market that could actually reduce future repayments. 

The difference between the accounting method used by Ex-lm and the more accurate method 
applied by the CBO in its report involves factoring for the risk of defaults related to the bank’s 
generous financing. The bank calculates its future revenue from loan repayments based on 
interest rates tied to Treasury securities. But unlike private banks, Ex-lm does not adjust the 
amount of anticipated revenue for changes in the market that will reduce future repayments. 

Ex-lm has incurred losses, too, accumulating a deficit of $5.3 billion in the 1980s.^^ The losses 
largely resulted from the bank paying higher interest for the money it borrowed to finance new 
deals than it was earning from the borrowers it previously financed. Bank officials compounded 
the problem by overstating revenue — i.e., reporting delinquent interest payments as income (to 
be collected in the future). By late 1984, problem loans tripled as a percentage of the bank’s 
retained earnings.^* 

This practice, which artificially increases the appearance of “profit,” is no small matter. As noted 
by the Congressional Budget Office, “That appearance creates a budgetary incentive to expand 


Export-Import Bank, Annual Report 2013, April 2014, 
hUD://exim.gov/about/1ibrarv/reDorts/annualreDorts/20l3/annual-rcDort-20l3.pdr 
Written testimony of Fred P. Hochberg, President and Chairman, Export-Import Bank of the United States, before 
the Senate Committee on Banking, Housing and Urban Affairs, January 28, 2014, 

httD://wwvv.banking.senate.gov/public/index.cfm?FuseAction=Fi{es.View&FileStorc id=35cd28bt-9349-43ce-829f- 
92d7Q971a6f 

Congressional Budget Office, Fair-Value Estimates of the Cost of Selected Federal Credit Programs for 2015 to 
2024, May 2014. http://ww’\\'.cbo.gov/sites/defauiO'files/cbofiles/attachments/45383-FairVatue.pdf 
U.S. General Accounting Office, Export-Import Bank’s 1989 and 1988 Financial Statements, June 1990, 
hItp://gao. gov/assets/220/2 1 276 1 .pdf 

U.S. Genera! Accounting Office, Export-Import Bank’s 1989 and 1988 Financial Statements, June 1990, 
httD://gao.gov/assets/220/2 1 2761 .pdf 
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the programs beyond the scale that would be chosen if the budget reflected their costs at market 
value.”*’ It also means that the bank’s accounting methods could lead Congress to act in ways 
lawmakers might not otherwise if they knew the actual state of Ex-lm finances. 

Ignoring Effects on Domestic Firms 

Ex-lm officials also are skirting the bank’s charter requirement for determining the potential 
effects of export subsidies on domestic firms. A review by the inspector general found that the 
bank did not address directly several elements of economic impact contemplated by the Charter, 
omitted relevant data and analysis beyond that considered necessary to support the staffs 
recommendation, did not state the limitations and qualifications of the data, assumptions, 
estimates, methods and analysis, did not fully address the sensitivity of the staffs conclusions to 
possible changes in assumptions and estimates that could be reasonably anticipated.^® 

Indeed, none of the Ex-lm personnel interviewed by the IG’s office possessed professional 
training or expertise related to economic impact analysis.®' Moreover, the bank does not consider 
the impact of any finance deal involving less than $10 million, which excludes some 80 percent 
of Ex-lm transactions. 

All of this means that bank officials dole out billions of taxpayer dollars to foreign firms without 
a meaningful consideration of the impacts on American workers and the businesses that employ 
them. 

Many industries are subject to booms and busts. Neither one typically results from a single cause 
but instead is a product of myriad factors, including changes in demand, currency fluctuations, 
and innovation. But government policy can dampen gains and exacerbate losses, which is the 
case with export subsidies. Ex-lm financing of coal mining in Colombia, copper excavation in 
Mexico, and airplanes for India has been identified as contributing to losses among domestic 
firms. “ 

The following Ex-lm deals have been cited by lawmakers and industry experts as examples of 
Just some of the billions of dollars in taxpayer subsidies that put domestic firms at a competitive 
disadvantage: 


Congressional Budget Office, Fair-Value Accounting for Federal Credit Programs, March 2012, 
http://w\vw.cbo.gov/sites/default/tlles/cbofiles/attachments/03-05-FairValue Briet~.pdf 
Export-import Bank of the United States, Office of Inspector General, Evaluation Report Relating to Economic 
Impact Procedures, September 17, 2010, httD://www.exim.gov/oig/uDload/£IB Report Final Complete Web.odf 
Export-Import Bank of the United States, Office of Inspector General, Evaluation Report Relating to Economic 
Impact Procedures, September 17, 2010, httD://wvm'.cxim.gov/oiB/upload/ElB Report Final Complete Web-pdf 
Export-Import Bank of the United States, Office of Inspector General, Evaluation Report Relating to Economic 
Impact Procedures, September 17, 2010, http://www.exim.gov/oig/upload/ElB Report Final Complete Web.pdf 
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• Australia’s Roy Hill mine ($694 million). The mine’s expected output (over the life of the 
financing) is expected to displace nearly $600 million worth of U.S. iron ore exports and 
cause a reduction of some $1.2 billion in U.S. domestic sales.^^ 

• South Africa’s Kusile Coal power plant ($805 million); India’s Sasan coal power plant and 
mine ($917 million). Notwithstanding the Obama Administration’s war on coal,^** Ex-Im has 
been a generous source of public financing for coal projects abroad. These and other 
projects have exacerbated a 70 percent decline in coal prices since 2008.’* 

• Mongolia’s Oyu Tolgoi copper mine ($500 million). The copper from this open-pit and 
underground mine competes with excavations in Arizona, Utah, New Mexico, Nevada, and 
Montana just as global refined copper production is expected to exceed demand by more than 
390,000 metric tons this year.” 

• Papua New Guinea’s Liquid Natural Gas Project ($3 billion). Despite regulatory challenges 
faced by U.S. producers of liquid natural gas, Ex-Im approved $3 billion in financing for 
development of gas fields, on-shore and off-shore pipelines extending 400 miles, a gas 
liquefaction plant, and marine export facilities. 

• Air India ($3.4 billion). The financing will guarantee the purchase of 27 Boeing aircraft 
intended for international service, including U.S, destinations. According to the Air Line 
Pilots Association, Air India will enjoy rates and terms that are not available to U.S. airlines, 
giving it a cost advantage of about $2 million per airplane. Surplus seat capacity resulting 
from Ex-Im airline subsidies — totaling about $50 billion between 2005 and 2011 — ^has 
resulted in the loss of approximately 7,500 U.S. jobs.’* 

Conclusion 

As detailed herein, government authorities have documented a variety of problems with bank 
operations, including mismanagement, dysfunction, fraud and corruption. Such problems 
invariably arise when government assumes a function far beyond its proper purview. Despite 
promises to improve operations, bank officials continue to neglect due diligence, underestimate 


Senators Amy Klobuchar (D-MN), Ai Franken (D-MN), Carl Levin (D~MI), and Debbie Stabenow (D-MI), 
letter to Export-Import Bank chairman Fred Hochberg, July 12, 2013, 
httDs://w\v'\v. franken. senate.gov/?D=Dress release&id=2505 

“ Nicholas D. Loris, “War on Coal: A House Bill to Slop the Regulatory Assault,” Heritage Foundation Issue Brief 
No. 3733, September 19, 2012, http://ww\v.heritaee.ore/Research/ReDorts/2012/n9/War-on-Coal-A-House-Bill-to- 
Stop-lhe-Regulatorv-Assault 

In 2013, the bank authorized $633.6 million in financing related to four new fossii-foel power plants. 

Thomson Reuters, “Thermal Coal Prices to Drop Further on Oversupply, Weak Demand,” March 20, 2014, 
httD://uk. renters. com/article/20 1 4/03/20/energv-coal-Drices-idUKL6N0MH30Y20 1 40320 
” Press release, “Copper Market Forecast 2013-2014,” International Copper Study Group, October 2013, 
http://wvTO.icsQ.org/index.DhD/Dress-releases/llnish/ 1 1 3-forecast-press-release/ 1 60.S-20 13-1 0-icsg-forecast-press- 
release 

Air Line Pilots Association, “Leveling the Playing Field for U.S. Airlines and Their Employees,” 
http://www.alDa.ora/publications/ALPA White Paper Leveling the Playing Field June 2012/ALPA White Pap 
er Leveling the Playing Field June 20l2.html 
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costs, misstate losses, and exaggerate benefits. These failures are important to acknowledge as 
Congress considers whether to reauthorize the bank or allow its charter to expire. 

However, even if the bank were managed expertly, there would be no justification for 
reauthorization. There is simply no shortage of private financing for exports, as is evidenced by 
record levels of U.S. trade. Instead, Congress should reduce corporate tax rates and regulatory 
burdens to benefit all American businesses. 
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Mr. Jordan. We’ll now go to questions. The gentleman from Flor- 
ida, Mr. DeSantis, is recognized. 

Mr. DeSantis. Good morning. Chairman Hochherg. When did 
you become aware of Mr. Gutierrez’s alleged corruption? 

Mr. Hochberg. There are four employees who are under inves- 
tigation. And on advice of counsel and after talking to the Inspector 
General not to jeopardize their case. I’m really not able to talk 
about a criminal investigation while it’s going on. 

Mr. DeSantis. So you can’t even say when you were apprised of 
it just in terms of how we evaluate your role in running the agen- 
cy, not even getting into the criminal charges? 

Mr. Hochberg. My — the Inspector General’s already been con- 
cerned that too much information has leaked about this. He has — 
he wrote a letter to 

Mr. DeSantis. Okay. Well, let me — I take your point. Was this 
the first time you’ve been made aware of possible corruption by the 
Export-Import Bank employees in your tenure? 

Mr. Hochberg. Yes. I’ve been at the Bank for 5 years. This was 
the first year. 

Mr. DeSantis. So you were not aware of any other instances of 
employee corruption since you’ve been at the Bank? 

Mr. Hochberg. Well, there are four cases that have been raised 
in the newspaper. I’m familiar with those four. 

Mr. DeSantis. Now, at the June 25th Financial Services hearing. 
Chairman Jordan referenced that you said that yesterday’s Wall 
Street Journal article, in my opinion, is actually a good article. 

Did the Export-Import Bank need a reminder by The Wall Street 
Journal that it’s explicitly illegal to accept bribes? 

Mr. Hochberg. No. 

Mr. DeSantis. And I bring that up, because most American’s 
don’t know what the Export-Import Bank is, but a lot of Americans 
do remember, and this was — I guess, the misconduct would have 
been before you got there, but it came to a head in 2009. There was 
a Member of Congress that the FBI found thousands of dollars in 
his freezer. Congressman Jefferson. That was a very high profile 
scandal. 

And so I guess my question is, you know, why are we here again? 
It’s been just 5 years since the Export-Import Bank was at the cen- 
ter of one of the biggest corruption scandals in Congress certainly 
in decades, and yet it’s back on the front page of The Wall Street 
Journal. So how is that a good thing? 

Mr. Hochberg. What I tried to say. Congressman, is that we 
work closely with the Inspector General. We have set a high ethical 
standard at the Bank. We work closely with all employees to pro- 
vide ethics training. We instituted a multi-day course this year 
that was oversubscribed. Over 50 people have taken it so far. We’re 
going to be extending that. We have a high ethical standard there. 
On the other hand, enforce — the reason we have to have enforce- 
ment is not everybody plays by the rules, not everybody follows the 
rules, and when that does happen — and in this case, in the cases 
we’re talking about, employees at the Bank referred each and every 
one of those to the general counsel and to the Inspector Gen- 
eral — 
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Mr. DeSantis. So the source of those — the four instances that 
The Wall Street Journal referenced, the source of that were em- 
ployees referring that, or did those start in the context of a fraud 
investigation? 

Mr. Hochberg. It started with employees saying that something 
doesn’t look right in this transaction on this area of the Bank. 

Mr. DeSantis. Okay. Because according to your letter to the 
committee, the alleged wrongdoing by Mr. Gutierrez was discovered 
during a fraud investigation. I think that’s what you’re saying. 
There as a transaction, people say, hey, there may be something 
wrong. So basically the foreign company may be committing a 
fraud or the domestic company against the Ex-Im Bank. 

Now, as I understand it, there are at least 40 outstanding fraud 
investigations of bank transactions that are outstanding. Is that 
correct? 

Mr. Hochberg. I don’t know about the precise number. I can say 
this. Congressman: We — there only have been four employees. 
There will always be at a bank of our size a number of transactions 
that will be under suspicion or will be investigated. 

Mr. DeSantis. No. I understand that. And I agree with that, but 
my point is simply that if we have 40 fraud investigations, it seems 
as if that is kind of the way in which some of the employee mis- 
conduct can be discovered, and so if there are substantial number 
of outstanding fraud investigations, it stands to reason that there 
very well may be more instances of employee misconduct. 

I’m going to ask you this: You noted in your testimony that the 
Ex-Im Bank serves to kind of level the playing field, you have all 
these foreign countries that engage in subsidies for their domestic 
industries. And I guess my question is for you is, why are we wor- 
ried about foreign nations engaging in industrial policies? It just 
seems to me that, I understand why that would be politically at- 
tractive, but economically it seems like it would be counter- 
productive, because you basically have central planners who are al- 
locating capital rather than allowing private individuals. And so if 
China wants to go down that road, China may not be experiencing 
the growth that they would have if they were leaving private cap- 
ital to allocate itself based on the private ownership. So how would 
you respond to that? 

Mr. Hochberg. We live in a world right now — and we have to 
partly accept the world we live in. We live in a world where there 
is state-directed capitalism in many, many countries; China’s one, 
but it’s not the only one. 

We want to make sure that when American companies are com- 
peting — if they compete against another company, it’s one thing; if 
they compete against China, Inc., or Korea, Inc., or Russia, Inc., 
and so forth, sometimes those companies are backed by those gov- 
ernments, we want to make sure if, only if our financing is needed 
to level the playing field, that we step in. We only step in in those 
rare occasions where we’re needed to. 

Mr. DeSantis. My time is expired. I yield back to the chairman. 

Mr. Jordan. The gentleman from Pennsylvania, the ranking 
member, Mr. Cartwright, is recognized. 

Mr. Cartwright. Thank you, Mr. Chairman. 
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Mr. Hochberg, I thank you again for appearing here today, and 
I just want to run over a few important facts with you. First of all, 
am I correct that the Ex-Im Bank supports 1.2 million American 
exporting jobs? 

Mr. Hochberg. Yes, that’s correct. 

Mr. Cartwright. Okay. At no cost to the taxpayer? 

Mr. Hochberg. That’s correct, no cost to the taxpayer. 

Mr. Cartwright. And this is a function, to address my colleague, 
Mr. DeSantis’ concern: How many other countries — it’s something 
like 40 other countries in the developed world that have the equiv- 
alent of the American Ex-Im Bank. Isn’t that true? 

Mr. Hochberg. There are actually 59 other export credit agen- 
cies around the world. 

Mr. Cartwright. 59 others in the world. And if we didn’t have 
ours to help American companies compete, the playing field would 
be much less level than it is today. Am I correct in that? 

Mr. Hochberg. That is totally correct. 

Mr. Cartwright. All right. Well, nevertheless, we do have this 
Wall Street Journal article about four cases of potentially criminal 
misconduct, and I want to talk about that. With respect to those, 
I understand that on the advice of the Bank’s counsel, you’re not 
able to discuss the details of those cases. Am I correct in that? 

Mr. Hochberg. That is correct. 

Mr. Cartwright. Now, we asked the acting Inspector General 
whether he would be able to discuss the circumstances of those 
four individuals, and in a letter we received from him yesterday, 
he explained as follows: “Disclosure of such information could seri- 
ously prejudice law enforcement efforts by alerting potential de- 
fendants to which potential witnesses and sources of information 
the government has obtained.” 

To your understanding, Mr. Hochberg, is that the same reason 
why you were advised not to discuss the details of those cases? 

Mr. Hochberg. Precisely. 

Mr. Cartwright. All right. But, Mr. Hochberg, I’m guessing it 
is a matter of some frustration to you that you cannot share more 
information about the allegations of misconduct concerning these 
four individuals. Is that right? 

Mr. Hochberg. Yes. I mean, they’re under investigation. I don’t 
have all the facts, so I would only be making conjecture. 

Mr. Cartwright. And I share your frustration, Mr. Hochberg, 
but I understand why we can’t do that here. It would be a scandal 
if something this committee did allowed potential defendants to 
avoid prosecution. And while I understand you can’t share with us 
the details about those four individuals, the question is, what, if 
anything, can you tell us about any employment action the Bank 
has taken against these individuals to date? 

Mr. Hochberg. There are four employees who are subject to an 
investigation, three of which have been separated from the Bank, 
one is still on administrative leave, because it was only discovered 
in the last 6 or 8 weeks. Each one of those is subject to a potential 
criminal investigation and criminal charges. So we are working 
with the Inspector General, Department of Justice, that is doing a 
full investigation. 
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Mr. Cartwright. Now, in terms of timing, Mr. Hochberg, as I 
understand it, the Bank took employment action against these in- 
dividuals before The Wall Street Journal article first appeared. Am 
I correct in that? 

Mr. Hochberg. Oh, yes, months before. 

Mr. Cartwright. So at the time The Wall Street Journal re- 
ported back in June of this year that the Bank has suspended or 
removed four individuals for misconduct, the Bank was not only 
aware of the allegations, but it had already taken action. Correct? 

Mr. Hochberg. That’s totally correct. 

Mr. Cartwright. In a letter we received from the Inspector Gen- 
eral yesterday — and I do ask for unanimous consent to enter this 
letter into the record. 

Mr. Jordan. Without objection. 

Mr. Cartwright. He explains that, to date, he has not found evi- 
dence of widespread employee misconduct or any systemic em- 
ployee involvement in fraud schemes at the Bank. 

My question is, in those instances in which employee misconduct 
has been alleged to have occurred, where did the tips come from 
and who asked the IG to investigate? 

Mr. Hochberg. In each of those cases, they came from other em- 
ployees, who either referred the matter initially to their supervisor 
or the general counsel, and then later they were on referred to the 
Inspector General. 

Mr. Cartwright. Would that be a healthy indicator that the eth- 
ical training that you’ve mentioned and reporting that the Ex-Im 
Bank has developed over the years has been working? 

Mr. Hochberg. Yes. I mean, I would obviously prefer to have no 
fraud at the Bank, but I — if we’re going to — if it comes up, the fact 
that our employees are alert to it and want to root that out is 
something I admire in our employees. 

Mr. Cartwright. And would you briefly explain why a commit- 
ment to ethics is important to you in the culture at the Ex-Im 
Bank. 

Mr. Hochberg. Very simply, I mean, we operate at the public 
trust, we’re here to level the playing field and to support jobs, and 
so it’s important that everybody at the Bank operate at the highest 
ethical standards. It starts with top management, it continues 
through the training we do and making sure we have a culture 
that when people see something that’s awry or suspicious, that 
they alert the proper authorities so they can take a look at it. 

Mr. Cartwright. Well, thank you, sir. And I’m going to yield 
back to the chairman. 

Mr. Jordan. I thank the gentleman. We’ll — before recognizing 
the other gentleman from Pennsylvania, I would just ask unani- 
mous consent to enter into the record the CBO study. Fair Value 
Accounting, which estimates that the Bank will cost taxpayers $2 
billion over the next few years. Without objection, that will be put 
into the record as well. 

Mr. Jordan. We’ll now recognize the gentleman from Pennsyl- 
vania, Mr. Meehan. 

Mr. Meehan. I want to thank the chairman. I thank our wit- 
nesses today for their presence here in helping us to identify a lit- 
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tie more clarification of just one of the issues I know that’s being 
raised right now, but let me just do some background in general. 

Mr. Hochberg, the Export-Import Bank, it does, what, about $50 
billion a year now in loans? Is that accurate? 

Mr. Hochberg. That’s a little high. We’re 

Mr. Meehan. It’s a little high? 

Mr. Hochberg. Last year we did $27.4 billion. 

Mr. Meehan. Oh, is that right? Okay. I’m looking at a different 
statistic, but I see 

Mr. Hochberg. Well, export supported, so in other words — be- 
cause we don’t do 100 percent of any loans 

Mr. Meehan. Right. 

Mr. Hochberg. — so export supported. Last year we did $27.4 
supporting about $36 billion worth of exports. 

Mr. Meehan. And most of those were — we see frequently discus- 
sions about big companies that are reportedly part of this process, 
but am I accurate in saying that — Mr. Bentivolio and I are having 
a little trouble here getting eye contact with his — but am I accurate 
in my understanding that actually about 90 percent of those loans 
go to small businesses? 

Mr. Hochberg. Yes. That’s correct. 

Mr. Meehan. So those are job creators back in the communities, 
and people — you — at the outset of your testimony, you identified 
that the reason that you’re in this market is that they were not 
able to get financing at traditional bank markets. Do you have a 
second where you could explain that? 

Mr. Hochberg. Certainly. I mean, you know, one, I was a small 
business owner myself in a family business for 20 years, and I re- 
member this personally and I see this when I meet with small 
business owners around the country: It is always more difficult for 
a small business owner to get financing, ever more so when they 
also have customers overseas and they’re exporting. It’s still more 
foreign. We’re becoming more of an export Nation, but generally 
speaking, it’s even more difficult when they’re exporting. 

Mr. Meehan. The — Ms. Katz, I know you raised some points 
about confidence within the institution. I’m not — I did have to 
laugh to myself. You were concerned because 42 percent of the em- 
ployees within the institution seemed to have confidence in the 
standards of honesty, integrity. What do you think the percentage 
of American citizens would be if they asked about the sense of con- 
fidence of honesty and integrity of Members of Congress today. 

Ms. Katz. I’m not sure that’s — that’s the right standard. Con- 
gressman, that I would use. 

Mr. Meehan. I just — the people are cynical about a lot of things 
you see these days, but I just sort of say that facetiously. But very 
seriously, I mean. I’m as concerned as anybody about the concept 
of fraud at an institution like this, but as a former Federal pros- 
ecutor, I have to say to you that the concept of fraud at any institu- 
tion in which there’s transactions that take place is really not that 
foreign a concept; in fact, we deal with it on a regular basis. Unfor- 
tunately, it seems to be human nature. 

Would you explain to me why we can’t resolve these issues by ef- 
fective investigations and prosecutions like we do in many parts of 
our society? 
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Ms. Katz. We do resolve many of them, dozens of cases in the — 
with respect to the Bank; however, I think that we 

Mr. Meehan. Dozens? Sorry. Have there been dozens of prosecu- 
tions? 

Ms. Katz. Certainly. 

Mr. Meehan. There have been dozens? Okay. 

Ms. Katz. Oh, certainly, if not more than that. I think, you 
know, the — the issue is that there is a record of mismanagement 
within the Bank and a lack of standards within the Bank that cre- 
ate an environment that is particularly ripe for fraud and other 
wrongdoing, and that’s the concern. I don’t think that it’s good 
enough to say, well, there’s corruption everywhere or there’s fraud 
everywhere, and therefore we can expect it at the Bank. 

I think the expectation should be that our public institutions are 
doing everything in their power to minimize the amount of fraud 
and corruption that exists, and I don’t think that that’s necessarily 
the case here. 

Mr. Meehan. Ms. Katz, I — or Mr. Hochberg, I 

Mr. Hochberg. Well, let 

Mr. Meehan. Let me ask a question and then you can respond 
to it. I mean, I had a period where I actually had the responsibility 
to sit on the corporate fraud task force in my previous time as a 
U.S. Attorney, because we were seeing this kind of issue through- 
out corporate institutions all the way — one of the resolutions, of 
course, were — in addition to increased prosecutions were the begin- 
ning of better compliance, the beginning of better kinds of internal 
controls. 

Mr. Hochberg, now aware of some of the concerns, are you pre- 
pared and are there steps in place to begin to put the kind of com- 
pliance programs and internal controls that would give the tax- 
payers confidence that decisions that are being made are being 
made on the merits and not for any kind of nefarious purposes? 

Mr. Hochberg. We are continually — excuse me. We have an au- 
diting firm, an outside auditor, Deloitte and Touche, we have an 
audit committee, we have the General Accountability Office, the In- 
spector General, all of which give us recommendations on how to 
make the Bank run better, how to run better, more efficiently with 
less incidents or less potential fraud, waste or abuse, and we have 
taken those recommendations and we’re continue working to im- 
prove that. 

I do want to make one comment. When Ms. Katz said there are 
dozens, there are only four employees. There may be companies we 
look at on the outside trying to defraud the Federal Government, 
but that’s separate from employees. So I think we just need to 
make sure those are really two separate issues. 

Mr. Meehan. Well, thank you for drawing that clarification. 

And, Mr. Chairman, my time is up. 

Mr. Jordan. Thank the gentleman. 

The gentlelady from Illinois, the Honorable Ms. Duckworth is 
recognized. 

Ms. Duckworth. Thank you, Mr. Chairman. And I’d like to 
thank my colleague from Pennsylvania, Mr. Meehan, for men- 
tioning the Ex-Im Bank’s support for small businesses. In fact, last 
summer, over 100 businesses attended a forum just in my one dis- 
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trict alone in Schaumburg, Illinois, to learn more about the benefits 
of Ex-Im Bank. Since then, the businesses in my district have told 
me time and again how the Bank’s services keep them competitive 
in the global marketplace. 

Ex-Im Bank is a job creator and it plays a critical role in the 
economy in my home State of Illinois, which is the fifth largest ex- 
porting state in our country. At no cost to the taxpayers, it sup- 
ported 1,600 jobs in my district alone and more than 200,000 
across the country. And, in fact, 2 weeks ago, with grave concerns 
for the Ex-Im Bank, the National Association of Manufacturers 
local chapter in my district asked for a meeting with me, where 
they brought up the importance of renewing the Ex-Im Bank’s 
charter. And, in fact, attending that meeting, in addition to the 
vice-president of technology, factory automation at Bosch Rexroth 
Corporation, I also had the president of the National Marine Manu- 
facturers Association, which is a collection of small businesses who 
build pleasure boats for the entire — around the Nation. 

And one particular business in my district. Quality Float Works, 
in Illinois, who just won a $3 million contract with the nation of 
Saudi Arabia to provide some services and yet they cannot get the 
loan guarantee that they need for the million dollars in supplies 
and equipment. They will lose this contract that they’ve been com- 
peting for for many, many years, and it equates to an entire shift 
that they would add to their factory, people that will be out of work 
in my district if they can’t get this loan guarantee from the Ex-Im 
Bank. 

In short, the Bank is critical to small businesses, manufacturers 
and job creators in my district and all over the United States. I 
agree that no organization is immune from having bad actors with- 
in its ranks at some point. The question is what processes does the 
organization have in place to ensure that bad actors are caught and 
held accountable. 

I wanted to clarify something that Ms. Katz said. She said that 
of the dozens and dozens of cases that have been — have been re- 
ferred to prosecution, but in fact, the Office of the Inspector Gen- 
eral has said that, and — has not found any evidence of systemic 
corruption among Ex-Im Bank employees. According to the OIG, 
bank employees have not been implicated in any of the 70 in- 
stances in which fraud was referred to prosecution. 

And my understanding, Mr. Hochberg, is that these four employ- 
ees that are currently under investigation were actually discovered 
by the Bank itself. Is that not correct? 

Mr. Hochberg. That is correct. 

Ms. Duckworth. Could you — could you talk a little bit about the 
Bank’s role in the global economy? What are our competitors 
doing? Would U.S. businesses fall behind without the Ex-Im Bank? 

Mr. Hochberg. Thank you. Congresswoman. And we actually do 
issue, and just recently issued to Congress the end of June an an- 
nual competitiveness report. This is a report that is mandated by 
Congress where we survey customers and exporters and other ex- 
port credit agencies to see how competitive we are. As I mentioned 
to Congressman Cartwright, there are 59 other export credit agen- 
cies and government agencies supporting exports around the world. 
We are in a period of the most brutal competition for exports and. 
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hence, jobs. Country after country is trying to export their way out 
of their economic malaise, and so U.S. companies, and again, 90 
percent of the companies we work with are small businesses as de- 
fined by the SBA, have a very tough time getting both the financ- 
ing and competing head to head. 

So we make sure if the private sector isn’t there and there is a 
reasonable assurance of repayment, that we can step in and make 
sure that sale happens and supports jobs in our country, not over- 
seas. 

Ms. Duckworth. One of the things, Mr. Hochberg, that Quality 
Float Works told me about their concern with Saudi Arabia and 
this one contract in particular that they’ve been fighting for 3 years 
to finally win is the slow pay aspect. Can you talk a little bit about 
what Ex-Im does in terms of helping small businesses be able to 
survive after they provide services for people that do pay but are 
slow? 

Mr. Hochberg. That is a particular problem. It’s a particular 
problem in a number of countries, the one you mentioned, and I’ve 
heard that frequently mentioned. 

What we do is we provide — we provide insurance. So a customer, 
a U.S. company, the way they buy theft insurance or fire insur- 
ance, we will sell them credit insurance so they can insure their 
receivables, so that they know they’re going to get paid, and they 
can also give dating. So if they provide, say, 60 or 90-day terms to 
their customer, once they have the receivable insured by the U.S. 
Government, they can go to their bank and borrow against it. It be- 
comes a collateral, part of what they call their borrowing base, so 
then they can get the cash flow, and we could also assist in that. 
We provide a 90 percent guarantee, if needed by a local bank, to 
make the loan, to give them working capital so that they have the 
cash flow to fulfill the order. 

Ms. Duckworth. Thank you. I’m out of time. I yield, back, Mr. 
Chairman. 

Mr. Jordan. Thank the gentlelady. 

Mr. Hochberg, does Mr. Gutierrez still — is he still employed at 
the Ex-Im Bank? 

Mr. Hochberg. He is not an employee. 

Mr. Jordan. What were the financial terms of Mr. Gutierrez’s 
dismissal from the Bank? 

Mr. Hochberg. He was dismissed from the Bank early 

Mr. Jordan. Is he receiving any compensation now, any taxpayer 
compensation now, any compensation from the Bank? 

Mr. Hochberg. He is not. 

Mr. Jordan. All right. Mr. Hochberg, there have been four peo- 
ple identified in the Wall Street Journal as being part of this — 
being under investigation, four employees. Are the other three 
also — have the other three also been dismissed from the Bank? 

Mr. Hochberg. Three, including Mr. Gutierrez, has been dis- 
missed. One is on administrative leave pending investigation. 

Mr. Jordan. And the one on administrative leave is still receiv- 
ing compensation from the Bank? 

Mr. Hochberg. That is correct. 

Mr. Jordan. All right. Can you tell me who the other three indi- 
viduals are? Can you name those other three? 
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Mr. Hochberg. I cannot name them. I’ve been asked, since 
they’re under criminal investigation — Mr. Jordan, as you know, 
you’re an attorney, I don’t want to jeopardize that case so they can- 
not be prosecuted to the full extent of the law? 

Mr. Jordan. Who has specifically told you that you can’t tell 
us — identify who those individuals are? 

Mr. Hochberg. Well, you — the letter from the Inspector Gen- 
eral — 

Mr. Jordan. No, no. I’m asking you, did the Inspector General 
say to you, Mr. Hochberg, don’t tell Congress the names of the 
other three individuals under investigation? Did he explicitly tell 
you that, make that statement to you? 

Mr. Hochberg. I was told by our counsel 

Mr. Jordan. I’m not asking about your counsel. I’m asking about 
the Inspector General. 

Mr. Hochberg. Not to discuss this. Yes, he said not to discuss 
this. 

Mr. Jordan. He said not to disclose the names of the other three 
individuals under investigation, one on paid leave, still receiving 
compensation? He said don’t tell who — don’t tell the American peo- 
ple, don’t tell Congress who they are? 

Mr. Hochberg. They’re under investigation. And you know and I 
know I cannot discuss this. 

Mr. Jordan. What statute says you can’t? 

Mr. Hochberg. I’m trying a make sure that — if they’ve done 
wrongdoing, I want them to be prosecuted and removed, and to the 
full extent of the law. 

Mr. Jordan. Is there any law that says you can’t disclose to a 
congressional committee doing appropriate investigation about an 
agency where there is fraud, alleged fraud, alleged bribes taking 
place, and you can’t disclose those names? Can you name the stat- 
ute? 

Mr. Hochberg. Mr. Chairman, I would certainly 

Mr. Jordan. Because I can’t name one. 

Mr. Hochberg. I’m not an attorney, but I’m not going to 

Mr. Jordan. I’m not either. 

Mr. Hochberg. — jeopardize the case. 

Mr. Jordan. But I know there’s no statute. 

Mr. Hochberg. I am not going to jeopardize the case because I 
would like these employees, if they are guilty, to be found guilty 
and to be prosecuted to the full extent of the law. 

Mr. Jordan. So do we, but we’d also like to know that informa- 
tion when we’re doing an investigation. 

We had this debate — just last week, Mr. Gowdy raised this same 
question. We always — oh, we can’t give you information, we can’t 
give you documents because there’s an ongoing investigation. 

Well, we’d like to know, when will you — when do you think you 
will be able to tell us who those other three are? 

Mr. Hochberg. Mr. Jordan, I will read you what the Inspector 
General said. “A longstanding policy and practice of Federal 
law” 

Mr. Jordan. I want to know what the Inspector General told 
you. I’m not asking the Inspector General, Mr. Hochberg; I’m ask- 
ing you. 
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Did the Inspector General specifically tell you, don’t tell this com- 
mittee who is under investigation? Did he say that to you? 

Mr. Hochberg. I am reading from this letter, and I am not dis- 
closing that information 

Mr. Jordan. I can read a letter. I’m asking you. You’re the wit- 
ness today under oath. I’m asking you, why can’t you tell us who 
the four people are? We know one, and he just took the Fifth. We’d 
like to know the other three. 

Mr. Hochberg. I cannot disclose those names to the public. 

Mr. Jordan. I mean, when do you think you will be able to? 
Sometime after September 30th? Not before September 30th? 

Mr. Hochberg. It depends if they’re indicted. If they’re indicted, 
it becomes a public — then it becomes public information. 

Mr. Jordan. Let’s go to this. Let’s change gears. Did you give 
$10 million — did the Export-Import Bank give $10 million to 
Solyndra in 2011? 

Mr. Hochberg. No, we did not. 

Mr. Jordan. Our understanding is $10 million in loan guaran- 
tees occurred. John Scott, former vice president of Solyndra, touted 
the expedited manner in which Ex-Im Bank granted Solyndra loan 
guarantees, stating it benefited from a “fast due-diligence process.” 

The Export-Import Bank did not help in any way financing 
Solyndra? 

Mr. Hochberg. Well, that wasn’t the original question. We fi- 
nanced a company in Belgium that purchased products from 
Solyndra. 

We generally do long-term financing of foreign buyers who are 
looking at U.S. goods versus Chinese goods versus foreign goods, 
and to — and if they require 

Mr. Jordan. So you did help with Solyndra. 

Mr. Hochberg. No, we financed a Belgian company that 

Mr. Jordan. No, I understand how it works. I understand how 
the Export-Import Bank works. But it was tied to Solyndra, cor- 
rect? 

Mr. Hochberg. It was — they made a purchase from Solyndra, 
that’s correct. 

Mr. Jordan. Well, yeah, that’s how the Bank works. 

So how about Abound Solar? Did you do a $9. 2-million loan guar- 
antee to Abound Solar? 

Mr. Hochberg. I’d have to look at what the — look, we make 
loans, Mr. Chairman, to the foreign buyers who’s buying from U.S. 
companies. 

Mr. Jordan. Right. I understand. Both Abound Solar and 
Solyndra went bankrupt. We have had — this committee has done 
a lot of examination of the loan guarantee program. And we just — 
I just found it amazing that you were also tied in with the very 
companies in the loan guarantee program which lost taxpayer 
money to Solyndra, Abound Solar, Beacon Power, and others, that 
you’ve given money to the — to benefit those same companies. 

Let me go back to you, Ms. Katz, real quickly. You mentioned the 
number 74 in your testimony. Tell me about that again. 

Ms. Katz. Those are administrative actions that were reported 
taken by the Inspector General following integrity investigations at 
the agency. 
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Mr. Jordan. Closed investigations where they found 

Ms. Katz. Well, what’s referred to — there’s not a lot of trans- 
parency, as you might imagine, with these things. But administra- 
tive actions are responses by the Ex-Im Bank to stop transactions, 
cancel policies, or protect funds at risk based upon investigative 
findings. 

Mr. Jordan. All right. Thank you. 

Last thing before I run out of time here, Mr. Hochberg. Again, 
just for the record, no one — the Inspector General didn’t explicitly 
tell you not to share with Congress the identities of the other three 
individuals under investigation, yes or no? 

Mr. Hochberg. I have been advised not to disclose the names of 
the individuals who are under investigation, not 

Mr. Jordan. Okay. 

Mr. Hochberg. — to jeopardize their case. 

Mr. Jordan. And who was that? Who advised you not to? Your 
counsel? 

Mr. Hochberg. Our counsel. 

Mr. Jordan. Ex-Im counsel? 

Mr. Hochberg. And working with the Inspector General. 

Mr. Jordan. Who advised you, counsel or Inspector General? 

Mr. Hochberg. Mr. Jordan, both. I met with the — I meet with 
the Inspector General on a regular basis. I meet with him every 
month, as I mentioned to you. And when these have come up, he 
has said not to discuss them. 

Mr. Jordan. All right. I thank the gentleman. 

I will yield now to Ms. Kelly. The gentlelady is recognized for 5 
minutes. 

Ms. Kelly. Thank you, Mr. Chair. 

I’m glad that this panel is here today because I know how critical 
Ex-Im is to my district. Three hundred and one companies and 
36,000 jobs in my State depend on Ex-Im reauthorization. 

So, Ms. Katz, I’d like to speak about your testimony. I’d like to 
know a little bit more about the research that went into your asser- 
tions, because you seem to rely on reports from the IG and GAO 
as the basis for your assertions. 

Did you personally conduct any type of investigations into allega- 
tions of fraud or corruption at Ex-Im Bank? 

Ms. Katz. I reported on what the Inspector General has issued 
and his reports to Congress, as well as the Government Account- 
ability Office. And I believe that both of those bodies are considered 
to be pretty reputable when it comes to their reports. 

Ms. Kelly. Did you interview whistleblowers with direct knowl- 
edge, for instance? 

Ms. Katz. No, I did not. 

Ms. Kelly. Okay. So you personally didn’t do any investigation. 

Ms. Katz. I just do data analysis. 

Ms. Kelly. Okay. 

Did you ever speak with the IG to understand their assessment 
as to whether the Bank, in fact, is rife with fraud or corruption? 

Ms. Katz. I didn’t need to do that. Based on the numbers that 
the IG reported, it was pretty evident what the degree of fraud is, 
as they reported it. 
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Ms. Kelly. Okay. So let me get this straight. You have testified 
that there is a record of fraud and corruption at Ex-Im Bank, and 
you haven’t personally conducted any investigation into such alle- 
gations, nor have you ever spoken to the IG for their views on 
whether such a record exists. Is that right? 

Ms. Katz. Well 

Ms. Kelly. Is that right? 

Ms. Katz. — Representative, their views are pretty plain. And if 
you’d like to see the reports 

Ms. Kelly. I’m just asking you, is that right? 

Ms. Katz. If you would like to see the reports in which they 
make those views plain, then I’d he happy to send those to you. 

Ms. Kelly. But is that right, what I’m asking you? 

Ms. Katz. Are you asking me 

Ms. Kelly. I’m asking you 

Ms. Katz. — am I a police detective? I’m not. 

Ms. Kelly. No, I didn’t ask you that. I just asked you have you 
personally conducted any investigations or if you’ve ever spoken to 
the IG. That’s all I’m asking. 

Ms. Katz. I have not spoken to the IG. I’ve read his — the office 
and IG’s reports. And I don’t do criminal investigations, but I do 
do data analysis. 

Ms. Kelly. Okay. Thank you. 

Ms. Katz. Uh-huh. 

Ms. Kelly. It would seem to me that, on this issue of whether 
the Ex-Im Bank is rife with employee fraud and corruption, this 
committee should be hearing from the folks who have firsthand 
knowledge about any such investigations, namely the IG. 

Fortunately for us, the IG sent a letter, which has been talked 
about. And when we take a look at the letter, the IG expressly 
states that, since 2009, in the 71 indictments his office has secured 
against individuals who attempted to defraud the Bank, none were 
against employees of Ex-Im Bank. 

Ms. Katz, do you agree that it’s important for the public to un- 
derstand that none of the indictments the IG has secured have in- 
volved Ex-Im Bank employees? 

Ms. Katz. Well, the public should have all information about the 
Bank. 

Ms. Kelly. But do you — I just need you to answer that question. 

Ms. Katz. I think I am. The fact that there haven’t been indict- 
ments doesn’t necessarily mean that there hasn’t been corruption. 

Ms. Kelly. Right. But it doesn’t mean that there has, either. 

It seems, to me, pretty relevant that there are no criminal indict- 
ments or information for corruption at the Bank since 2009 and 
that all criminal prosecutions have been brought against companies 
and individuals outside the Bank who seek to steal taxpayers’ dol- 
lars. 

Ms. Katz. My testimony dealt with fraud cases specifically. I 
don’t think that I made any allegations with reference to employee 
corruption. I was very careful about that. 

Ms. Kelly. Another thing the IG notes in his letter to the com- 
mittee is that, to date, his office has not developed evidence of 
widespread employee misconduct or systematic employee involve- 
ment in fraud schemes at the Bank. 



37 


And just so we’re clear, up until today, were you aware that the 
IG’s Office found no evidence of any systemic employee involvement 
in any fraud scheme? Or are you just learning that today? 

Ms. Katz. I’m aware of the fraud investigations that the IG has 
undertaken, and that’s where my focus has been. 

Ms. Kelly. Okay. Thank you. 

I yield back. 

Mr. Jordan. Thank the gentlelady. 

The gentleman from Maryland, the ranking member of the com- 
mittee, is recognized for 5 minutes. 

Mr. Cummings. Thank you very much, Mr. Chairman. 

Mr. Hochberg, there is a Bloomberg article dated July 25th, 
2014, entitled “House to Subpoena Ex-Im Worker as Time Runs 
Out for the Bank.” 

I ask unanimous consent that it be admitted into the record. Mr. 
Chairman? 

Mr. Jordan. Without objection. 

Mr. Cummings. Thank you very much. 

Mr. Jordan. And in that article. Chairman Issa says, “Many of 
us support the concept of making sure there’s an availability of 
funds to support competitiveness in exports, but we have to make 
sure that the American people believe it’s being spent fairly and 
honestly.” 

Republican Members are concerned about what they have called 
a culture of corruption at the Bank based on one Wall Street Jour- 
nal article identifying four incidents of employee misconduct. How- 
ever, we know that since 2009 the IG has secured 71 indictments 
or criminal charges against parties who have attempted to defraud 
the Bank, none of which were against employees of the Ex-Im 
Bank. 

That tells me a very simple fact: that they exist across the gov- 
ernment — and we see this across government. There are individ- 
uals who create business entities whose sole intent is to defraud 
the government, and in this case defraud the Ex-Im Bank. There 
seems to be a legitimate oversight concern for the outside parties 
that are attempting to defraud the Bank, and that is very, very im- 
portant. 

Mr. Hochberg, I would like to discuss some of the antifraud ef- 
forts at the Bank and the results of those efforts. And I want to 
go through these things because I think that we need to be clear 
on the record of what’s going on at the Bank and what’s not. Be- 
cause there are people whose careers are — could be tainted based 
on inaccurate information. 

One indicator of fraud is the default rate. Is that correct? Is that 
one of the things that you all look at? 

Mr. Hochberg. Yes, sir. 

Mr. Cummings. Currently, your default rate is approximately 0.2 
percent. Is that correct? 

Mr. Hochberg. Actually, yes, a drop less than that even. 

Mr. Cummings. I’m sorry? 

Mr. Hochberg. Slightly less than that. 

Mr. Cummings. What is it? 

Mr. Hochberg. It’s 0.194 percent, less than one-fifth of 1 per- 
cent. 
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Mr. Cummings. Mr. Hochberg, in your testimony, you state that 
the Bank works with its IG to establish an effective monitoring and 
enforcement program for fraud and ethical misconduct. The IG has 
notified the committee that it works with the Bank employees to 
identify potential fraud schemes in the early stages. 

Do you agree that Bank employees play an important role in de- 
tecting fraud? 

Mr. Hochberg. Without question. 

Mr. Cummings. And why do you say that? 

Mr. Hochberg. Well, because in these four cases with the other 
employees, it was detected by employees. And our employees go 
through a rigorous ethical training, as I mentioned, upon joining 
the Bank. We actually even have a handy guide they can keep at 
their desk. 

We have a seven-member staff that is the ethics department in 
the legal counsel’s office that fields questions: How do I deal with 
situations? Is this an ethical behavior? 

We also just began conducting this year training, how to detect 
fraud in outside agencies, outside contractors, outside entities. 

Mr. Cummings. So this is a big — it sounds like this is a big deal 
for you all. 

Mr. Hochberg. It’s a very big deal. Listen, the public trust is es- 
sential for us doing a good job. And so we take that very seriously, 
I take that very seriously, and so does our ethics staff. 

Mr. Cummings. Now, the IG also stated that the most common 
fraud schemes involve outside parties obtaining loans through false 
representations and submission of false documents. Is that correct, 
Mr. Hochberg? 

Mr. Hochberg. That is correct. 

Mr. Cummings. However, Republicans ignore this fact and in- 
stead choose to examine allegations of corruption reported in the 
Wall Street Journal with no other information. 

I’m concerned with the evidence of outside parties attempting to 
defraud the Bank. These were incidents which were revealed fol- 
lowing an IG investigation based on referrals by Bank employees. 

Mr. Hochberg. That’s correct. 

Mr. Cummings. So it is concerning that my Republican col- 
leagues almost ignore the evidence of misconduct by outsiders and 
the role of Bank employees in identifying potential fraud. Instead, 
the majority focuses on what appears to be a few isolated incidents. 

And don’t get me wrong. If somebody is doing something wrong, 
we ought to deal with that. But, again, I just wanted to make sure 
the record is clear. 

And just one other thing, Ms. Katz. In answering Ms. Kelly’s 
question. Congresswoman Kelly’s question, did I hear you say you 
made no allegations of employee corruption? Is that — I wrote it 
down. Is that what you said? 

Ms. Katz. Yes, sir. 

Mr. Cummings. Very well. 

Thank you very much, Mr. Chairman. 

Mr. Jordan. I thank the gentleman. 

Isn’t it true, Ms. Katz, that when you do the outside fraud inves- 
tigation, that’s when you find out that there may be some problems 
on the inside? Isn’t that how it normally works, Ms. Katz? 
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Ms. Katz. Well, certainly if there is widespread fraud, it should 
raise questions or at least concerns that the internal 

Mr. Jordan. But isn’t that how Mr. Jefferson was identified? 
Isn’t that how these four individuals who are now being talked 
about today were identified? There was an outside concern, and 
then that caused the focus on the inside, and you found employees 
who were doing some things wrong. 

Ms. Katz. Yes. 

Mr. Jordan. Okay. I mean, that’s why — I mean, it’s all impor- 
tant, but that’s what leads to potential wrongdoing on folks on the 
inside. 

Ms. Katz. Exactly. 

Mr. Jordan. The gentleman from South Carolina is recognized 
for 5 minutes. 

Mr. Mulvaney. Thank you, Mr. Chairman. I thank both you and 
the ranking member for allowing me the courtesy of being here 
today. 

This is not my first Export-Import Bank hearing. As you can 
probably imagine, we’ve had several over in House Financial Serv- 
ices. So it’s not the first time I’ve heard some of the numbers that 
we’ve discussed today, some of the testimony that we’ve discussed 
today. 

But I just want to encourage, you’re not hearing both sides of the 
story. We hear, for example, Mr. Cartwright correctly pointed out 
in his opening testimony that 87 percent of the transactions at the 
Export-Import Bank involve small business. There’s a flip side to 
that, which is that they’re supposed to have 20 percent, just 20 per- 
cent, of their volume go to small business. They’ve missed that tar- 
get regularly. So while the transactions are high, the number of 
dollars that actually go to small business are very small, and 
smaller than they’re obligated to be by law. 

We heard Mr. Hochberg talk about how he’s only interested in 
leveling the playing field. Fair enough. Only one-third of the 
Bank — what the Bank does actually goes toward leveling the play- 
ing field. You could get rid of two-thirds of the Bank tomorrow and 
still have the one-third of the Bank that is actually used to level 
the playing field. 

Finally, Mr. Cartwright correctly mentioned out that oftentimes 
this has not been controversial. I don’t have to remind my Demo- 
crat friends, it was actually then-Senator Barack Obama in 2008 
who said that this was corporate welfare that needed to be cut 
back. So there are two sides to those stories. 

What I want to focus on most now today, though, is jobs, because 
we hear a lot of talk in here about jobs. And I think if we take a 
close look at how the Bank talks about jobs, we might get some in- 
sight into the — let’s call it the unhealthy culture at the Export-Im- 
port Bank, what Ms. Katz calls, I think correctly, this record of 
mismanagement. 

Let’s look at how they talk about jobs. The GAO in May of 2013 
was extraordinarily critical of how the Bank talked about jobs. 
They were concerned with how the Bank counted. For example, 
they don’t make distinctions between full-time and part-time work. 
They don’t make distinctions between domestic jobs and inter- 
national jobs. They haven’t figured out a way yet to count the jobs 
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that, for example, are created by Boeing in Japan, and that goes 
into the number. 

They expressed concern, the GAO did, about the language that 
they use. They say “support” jobs. No one knows what that means. 
It’s not “create” jobs. And I don’t think anybody is taking the posi- 
tion, at least Mr. Hochberg is not, that he’s created 1.2 million jobs. 
We use this nebulous term called “support” that no one really 
knows what it means, and the GAO says that that’s troublesome. 

But it’s why they count the jobs that I want my colleagues to 
think about the most. The GAO report asked the Bank, why do you 
report this? Are you obligated by statute to tell Congress about the 
number of jobs that you support? And the GAO said, no, one of our 
board of trustees members asked us to start doing that a couple 
years ago so that we could make it clear to Congress the good that 
we do. 

I suggest to you that it’s possible that maybe they fudge the 
numbers a little bit and that it’s insight into what is going on at 
the Bank. And my contention is that what we see here is why — 
this is a bureaucracy, a bureaucracy that is not primarily inter- 
ested in helping small business or creating or supporting jobs, but 
a bureaucracy that’s first and foremost interested in justifying its 
own existence and maintaining its own level of funding. 

Ms. Kelly asked a good question of Ms. Katz, if she talked to the 
IG, she talked to the GAO; she has not. I have. We had that oppor- 
tunity in House Financial Services. The GAO and the IG over the 
last 4 years have identified 76 difficulties within the Bank, 76 
shortcomings, some of which may have led to some of the outside 
fraud that we talked about today. 

One of the things the Bank was not doing is actually making 
sure that the outside lenders were doing credit checks on people 
who were using the Bank facilities — same thing that Fannie Mae 
and Freddie Mac were not doing before the housing crisis. 

Seventy-six meaningful things that the IG and the GAO said 
were wrong at the Bank. Half of them have not been fixed in the 
last 4 years. Nine of them the Bank doesn’t even admit are a prob- 
lem, and they’re refusing to try and fix them. 

So I think that, as we take a look over what the culture is at 
the Bank and how the Bank operates and why the Bank operates, 
leads to my question, which is this, Mr. Hochberg: the thing that 
we did not have at Financial Services, which is the results of the 
Federal Employee Viewpoint Survey results, which say that only 
42 percent of your employees have a — think that the organization’s 
leaders maintain high standards of honesty and integrity, and just 
about half feel like they can disclose suspected violations of law. 

You’ve been there 5 years. The Obama administration has been 
in charge for 5 years. Where does this come from, if not from the 
top? 

Mr. Hochberg. Congressman Mulvaney, I appreciate your com- 
ing here and providing these questions because you have here and 
at the Financial Services Committee. 

I take very seriously the Federal Employee Viewpoint Survey. 
We do it every year. We encourage our employees to fill it out. 

There are many areas the Bank excelled. There are a number of 
areas of dissatisfaction. We have a lot of dissatisfaction on work- 



41 


load. The workload more than doubled in the last few years. People 
do not have the resources. Congress has added those resources. 

And when you look at the survey, when you look at both positive 
and neutral, if you put those two together, Ex-Im had about a 75- 
percent rating. Government-wide was 80 percent. We’re short 

Mr. Mulvaney. Where does the 42-percent 

Mr. Hochberg. We are definitely short 

Mr. Mulvaney. Where does the 42-percent approval rating, posi- 
tive approval rating, on leaders’ high standards of honesty and in- 
tegrity come from, if not from the top? 

Mr. Hochberg. This is an area we’re working on. This is not — 
it’s an area for improvement. There are areas in this survey we ex- 
celled and some areas that need improvement. 

Mr. Mulvaney. We could go further if you want to, and I could 
ask you about the approval rating on “I have a high level of respect 
for my organization’s senior leaders,” 38 percent. “How satisfied 
are you with the policies and practices of your senior leaders,” 24.8 
percent. 

It comes from the top, doesn’t it? You’ve had 5 years to work on 
those types of things, haven’t you? 

Mr. Hochberg. Congressman Mulvaney, we have a high ethical 
standard. We have seven people in our ethics department. I look 
at our default rates, I look at our performance to Congress, I look 
at our financial performance. We have 25 years of unqualified clean 
audits from outside, independent auditors, from 
PricewaterhouseCoopers for a number of years and Deloitte Tou- 
che. They would indicate if there was a problem at the Bank; they 
would show up in those numbers. 

Mr. Mulvaney. Thank you very much. I’ve already overstayed 
my time. 

Mr. Chairman, Mr. Ranking Member, I would encourage you if 
you decide to further pursue this to bring in the IG and bring in 
the GAO and ask them about what they think, if they think the 
Bank has lived up to their expectations in getting their house in 
order. 

And I appreciate the time and the effort 

Mr. Cummings. Mr. Chairman? 

Mr. Jordan. The gentleman from Maryland. 

Mr. Cummings. I ask unanimous consent that he be allowed — 
Mr. Mulvaney is on — I’m not on Financial Services. But he has 
made a lot of allegations. And I just — I saw you scribbling stuff. I 
would just like to hear what his answer is. Because, I mean, we 
had wonderful testimony from Mr. Mulvaney. 

Mr. Jordan. I 

Mr. Cummings. I’d like to hear it from the witness. 

Mr. Jordan. — agree. Mr. Hochberg can respond. 

Mr. Hochberg. Thank you. 

Well, there are a number of allegations. There’s a lot going on 
here. Let me try and respond to the few notes I took. 

One, this year, about 22, 23 percent of all dollars are going to 
small-business entities, so in excess of the 20 percent that is re- 
quired by Congress, that is a “should reach” by Congress. We have 
put more efforts into reaching small businesses and do more with 
small businesses in terms of dollar volume than the Bank has ever 
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done. We have done more loans to small businesses in these 5 
years than in the previous 8 years combined. So I am 

Mr. Jordan. Is that 22 percent a direct — defined as directly 
going to small business, or is that routed through larger corpora- 
tions who then work with small businesses? 

Mr. Hochberg. No, that actually is direct. 

Mr. Jordan. Okay. 

Mr. Hochberg. If you add 

Mr. Jordan. I just want to be clear. 

Mr. Hochberg. If you add the indirect, which I believe actually 
should be part of it — it’s something we’ve asked Congress to allow 
because, frankly, large companies in district after district — Con- 
gresswoman Duckworth 

Mr. Jordan. Are you saying the GAO is wrong? Mr. Mulvaney 
cited the GAO said that it wasn’t 20 percent. You’re saying they’re 
wrong? 

Mr. Hochberg. This year, this year, the year we’re in, we’re 9 
months into the year, we’re at 22, 23 percent. 

Mr. Jordan. All right. 

Mr. Hochberg. That was one question. 

In terms of the jobs number, GAO actually did not — they vali- 
dated our methodology. We used the Bureau of Labor Statistics. 
We don’t make up these numbers. We actually use hard data from 
the Bureau of Labor Statistics and apply it to the actual exports 
that we do. That’s where the number comes from. What GAO asked 
us to do was to provide greater transparency on the methodology, 
but they did not dispute the methodology. 

We have 78 recommendations from the Inspector General. We 
have closed 33 of those. We have sent another 20 that are being — 
in discussion with the Inspector General. We have 16 that are actu- 
ally open that are in discussion, working with GAO — with the In- 
spector General, what are the recommendations, understanding 
how we could implement them, whether we need systems or people 
or change in methodology. And we have two that are, quote/un- 
quote, “unresolved” that we’re actually having a debate with the 
Inspector General whether they’re warranted or not. 

So 2 out of 78 actually have any degree of contention whatsoever. 
We have accepted, otherwise, all the other recommendations of the 
Inspector General and have put them into place. 

Mr. Jordan. But 38 have been implemented. Is that the number 
you gave, 38 out of 78? 

Mr. Hochberg. Thirty-three are actually closed. 

Mr. Jordan. Okay. 

Mr. Hochberg. Which means totally closed. 

Mr. Jordan. So they’re done. 

Mr. Hochberg. — in process of being implemented. And as I 
said, only two are being discussed. 

Mr. Jordan. And when did you receive these recommendations? 

Mr. Hochberg. They come — they’ve been over the years. Some 
of them take 

Mr. Jordan. Over several years? 

Mr. Hochberg. Some of them take technology, some of them 
take IT support to change, so — ^but we’ve been working diligently. 
I mean, the Inspector General has said that we have fulfilled their 
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requirements. And I have not had an objection from the IG saying 
that we have not been cooperative, haven’t worked with them, 
haven’t accepted their recommendations. 

Mr. Jordan. Yeah, so you’ve done 33 of the 78. You’ve completed 
33 of the 78. You’ve received 

Mr. Hochberg. Thirty-three are closed. The rest we’re in the 
process of closing. 

Mr. Jordan. But that’s what we look at. We look at getting to 
the finish line and actually getting the job done. Thirty-three of 78 
I think was Mr. Mulvaney’s point. That’s less than half. 

Mr. Hochberg. Less than half have been totally closed, and 

Mr. Jordan. Right. 

Mr. Hochberg. — the others are in the process. 

Mr. Jordan. I understand what you’re saying, but I’m just say- 
ing, to Mr. Mulvaney’s point 

Mr. Hochberg. Mr. Chairman, there will always be items in the 
works. We’ll never get to zero. 

Mr. Jordan. I understand that. 

Mr. Hochberg. It is impossible to get to zero. 

Mr. Jordan. I understand that. I understand that. But we want 
to be clear and define these things accurately. 

The gentlelady from — did the gentleman have another point to 
make? 

Mr. Hochberg. The only other point I would make, actually 

Mr. Jordan. Because usually just the Members get to filibuster, 
not the witness, but I’m letting you go. 

Mr. Hochberg. You’re a very kind chairman, sir. 

Mr. Jordan. All right. 

Mr. Hochberg. In the last decade, some of the items that Ms. 
Katz was referring to, we have processed over 33,220 

Mr. Jordan. Let me ask you about this. Let me just do one 
thing, since we’ve got this extended dialogue with you and Mr. 
Mulvaney. And I’ll let Mick jump back in if he — Mr. Mulvaney 
jump back in if he’d like. 

But he raised the issue that half the employees who took the sur- 
vey said they can’t trust their leadership. Now, you’ve got a page 
and a half about ethics and training and all this stuff in your writ- 
ten testimony. I read it last night. You make a big — ^you made a 
big deal of it when you made your opening statement. You made 
a big deal to a number of Members. 

So you can trumpet all that you want, but the fact remains half 
the people who work for you who took the survey said. I’m not real- 
ly confident in sharing information about dishonesty and potential 
problems. I’m not comfortable sharing that. 

Mr. Hochberg. Mr. Chairman, half — half — if you add also those 
who are neutral, said they didn’t have a real opinion on it, it’s 75. 

Mr. Jordan. Well maybe because they’re scared, too. 

Mr. Hochberg. No, but it’s 75 percent, and the Federal Govern- 
ment average is 80 percent. We’re below the average. I would like 
to get 

Mr. Jordan. Well, if you add it that way, yeah, if you mix this 
and that and come up with everything else 

Mr. Hochberg. Well, no, but let’s look — listen. I’m looking at the 
facts 
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Mr. Jordan. — apple pie and butterflies. 

Mr. Hochberg. — I’m looking at the facts, and I’m saying, yes, 
we’re below the Federal average. I’d like to get higher. But let’s put 
it in 

Mr. Jordan. But the people who, the people who did the sur- 
vey — 

Mr. Hochberg. Let’s put it in context. Let’s put it in context. 

Mr. Jordan. — a bunch of them said, I don’t want to answer. And 
50 of them — 50 percent who did said, you know what, I don’t have 
much trust. That’s a problem. That is a real problem. 

So maybe this — maybe we wouldn’t have all this fraud, these in- 
vestigations, if you could have people who were willing to come for- 
ward and feel confident that they could give that information to the 
folks that they work for. 

Mr. Hochberg. Well, I go back 

Mr. Jordan. All I’m saying is that’s a concern. 

Mr. Hochberg. I go back to what the Inspector General said in 
his letter to the committee yesterday: There is no — not developed 
any evidence of widespread employee misconduct or systematic em- 
ployee involvement 

Mr. Jordan. Maybe those same people are afraid to talk to him. 

The gentlelady from Wyoming is recognized for 

Mrs. Lummis. Thank you. 

Mr. Jordan. Excuse me 1 second. 

Does the gentleman from South Carolina have an additional 

Mr. Mulvaney. Just to follow up on Mr. Cummings’ inquiries. I 
appreciate the information, Mr. Hochberg, and I obviously appre- 
ciate the back-and-forth, something we don’t get to do on the other 
committee. 

I do want to read the executive summary of just one of the 
things, the GAO summary regarding the jobs. I’m going to read 
verbatim from the very closing of the summary. It’s one sentence. 

“Because of a lack of reporting on the assumptions and limita- 
tions of its methodology and data, congressional and public stake- 
holders may not fully understand what the jobs number that Ex- 
Im reports represents and the extent to which Ex-Im’s financing 
may have affected U.S. employment.” 

And there’s a couple other things, but I won’t go line by line. 

I guess my point was very similar to what the chairman’s was. 
If you’ve got a circumstance where 40 percent of — only 40 percent 
of the people working at a place are comfortable in blowing the 
whistle and you’re relying on those people to bring waste, fraud, 
and abuse to your attention, then it’s likely that you’re missing at 
least half of the waste, fraud, and abuse. 

And that you’re right, you did rely on — I think you mentioned 
earlier you relied on people within your organization to bring the 
current four circumstances to your attention, which is great. But 
when you’ve got a culture where a majority of people are afraid to 
bring that to your attention, it makes me worry, as a Member of 
Congress who has some oversight over this particular institution, 
that you are not catching enough of it. 

Mr. Hochberg. Well, it is not a majority that said that. If you 
take those who said they have the confidence and those who are 
neutral, don’t either feel one way or another 
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Mr. Mulvaney. Mr. Hochberg, if I take the neutral people and 
put them on the other side, then there’s 60 — then I get my 60 per- 
cent. I mean, the bottom line is only 42 percent of the people said 
they were comfortable doing that. You could take the people in the 
middle, you’re absolutely right, and move them either way. That’s 
why you don’t count them. 

Mr. Jordan. Great point. 

The gentlelady from Wyoming is recognized for 5 minutes. 

Mrs. Lummis. Thanks, Mr. Chairman. 

And I’d like the staff to put up the Impex timeline, because I’m 
going to concentrate on the Impex issue, Mr. Hochberg. 

So let’s walk through the Bank’s relationship with Impex Associ- 
ates. That’s the Florida exporter that is alleged to have bribed Mr. 
Gutierrez. 

Do you know when the Bank first approved a deal with Impex 
Associates? Looks to me like it was 2002. 

Mr. Hochberg. 2002. 

Mrs. Lummis. Okay. And when did the Bank’s Office of General 
Counsel refer Impex Associates to the Office of Inspector General 
for investigation of fraud? 

Mr. Hochberg. I — well, first, it was before my time. You know, 
I did not join the Bank until 2009. 

Mrs. Lummis. Okay. Well, it looks to me like it was December 
2009, from this chart. 

And the basis for the referral was that the alleged buyer never 
existed and that the transaction was suspected to be fraudulent, 
right? 

Mr. Hochberg. You’re more familiar with that — as I said, this 
was referred to the Inspector General in — and our general counsel 
in 2009. 

Mrs. Lummis. Okay. And, in fact, reading the details of this re- 
ferral, it says, “Impex Associates has been the exporter on more 
than 10 Ex-Im Bank-financed insurance and guaranteed trans- 
actions, and at least 6 of these transactions have resulted in claims 
to date.” Now, I think that that’s up on the slide, as well. 

So the Bank was paying out taxpayer money on 60 percent of 
Impex deals, and it didn’t suspect anything? 

Mr. Hochberg. Congresswoman, first of all, Ex-Im Bank got an 
Inspector General in 2007. This came — this was referred to the In- 
spector General, that was when the office was established, in 2009. 
And under my tenure and once the Inspector General was there, 
that’s when this issue came to a head. 

Mrs. Lummis. Okay. So 

Mr. Hochberg. You have over 6, 7 years beforehand when it 
went undetected by staff, general counsel of the Bank, and so forth. 

Mrs. Lummis. That’s amazing, that it went undetected. In fact, 
it’s kind of stunning. Because Impex’s fraud was open and it was 
notorious. There was a lawsuit, 2006 Eederal lawsuit, Vyasulu v. 
Diaz, and it had a 69-page complaint laying out in precise detail 
exactly how Impex Associates is a scheme to defraud the Export- 
Import Bank. 

This lawsuit was publicly filed in open court. How could it have 
been missed? 
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Mr. Hochberg. Congresswoman, it’s before my time at the Bank. 
I was not there until 2009. I can’t really opine on what happened 
in 2006, ’07, or ’08 before I arrived at the Bank. 

Mrs. Lummis. But that doesn’t make the sins of Ex-Im in not 
monitoring this stuff forgivable. It only makes you forgivable. 

How did the Bank go on to approve seven more transactions for 
loan guarantees and insurance? 

Mr. Hochberg. I was not at the Bank. I cannot answer that 
question. 

Mrs. Lummis. Now, what have you done, then, to make sure this 
never happens again? 

Mr. Hochberg. Well, I believe we have a — contrary to some 
members of this committee, we have a culture of ethics. We have 
actually ethics training. I’ve got seven people in our general coun- 
sel’s office and, plus, the general counsel, as well. 

As I mentioned, we have an ethics manual that every new em- 
ployee does. We review that every year. We have offered courses — 
employees this year started; they were oversubscribed — where em- 
ployees can actually help them detect fraud on behalf of outside en- 
tities so that companies like an Impex — that employees are more 
alert to what should they be looking for in those transactions. 

Those are the kinds of things we’ve put in place. 

Mrs. Lummis. Well, what they should be looking for, at least, at 
a minimum, is open court records that document precisely the 
fraud that was perpetrated on Ex-Im Bank. 

I have additional time I would like to yield to the chairman. 

Mr. Jordan. I thank the gentlelady for yielding. 

Mr. Hochberg, did you, did the Bank itself investigate how Mr. 
Gutierrez’s name became public? 

Mr. Hochberg. The Inspector 

Mr. Jordan. Well, let me ask it first this way. How did his name 
get public? 

Mr. Hochberg. I have no idea. 

Mr. Jordan. And, now, did you investigate how it went public? 

In our earlier exchange, you told me that counsel told me I can’t 
talk about it, can’t disclose the names, OIG, the Inspector General 
said, you know — advised us not to do that, at least in a letter; he 
didn’t say it to you directly. So you made a big deal of this. 

If you care so much about that not becoming public, did you in- 
vestigate how one name did get public? 

Mr. Hochberg. I had a discussion with the Inspector General, 
and they are looking into how this became public. 

Mr. Jordan. No, did you, inside, internally, did — you made a big 
deal, these seven lawyers you’ve hired, this big pamphlet you’ve 
held up several — or booklet you’ve held up several times, two and 
a half pages of your testimony talking about ethics, even though 
half the people are nervous about the folks above them and feel 
like they can’t be honest. 

You made a big deal of this, and so it seems to me, if something 
went public that wasn’t supposed to go public, you’d be all over it, 
you’d investigate that. And you’re telling me you didn’t investigate 
it? 

Mr. Hochberg. No, I did — I said I spoke to the Inspector Gen- 
eral about it and said, how are we getting to the bottom of this? 
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Mr. Jordan. Did your lawyers, did these seven people in ethics, 
did all this — did they look into it? Not the Inspector General; did 
you guys look into it? It’s one thing to have the Office of the Inspec- 
tor General look into it. It’s another thing if you guys internally 
look at it. Did you do that? 

Mr. Hochberg. We referred this to the Inspector General be- 
cause it was a 

Mr. Jordan. You didn’t do any of your own internal investiga- 
tion? 

Mr. Hochberg. We referred it to the Inspector General. 

Mr. Jordan. Do you know today, testifying before Congress, how 
Mr. Gutierrez’s name became public, how the Wall Street Journal 
got his name and said he’s under investigation for bribery and 
fraud? Do you know how that got public? 

Mr. Hochberg. I do not. 

Mr. Jordan. No idea. 

Mr. Hochberg. I do not. 

Mr. Jordan. And does anyone else outside the Inspector Gen- 
eral’s Office, to your knowledge, at the Export-Import Bank know 
how his name became public? 

Mr. Hochberg. At the current time, no. 

Mr. Jordan. All right. 

The gentleman from Georgia is recognized for 5 minutes. 

Mr. Collins. Thank you, Mr. Chairman. 

Mr. Hochberg, I just have, you know, some questions here. Let’s 
go over — I think there’s a lot of concern, as noted in this hearing, 
about the Bank and some of its dealings and some of the things 
we’re reading in the headlines. So let’s just start with a few things, 
and we can do that, okay? 

According to the CBO, over the next 10 years, Ex-Im’s six largest 
programs will generate $14 billion under the government standard 
accounting framework. However, when CBO applies the private- 
sector accounting framework, the fair value accounting method, 
CBO projects the Bank to lose $2 million. 

I want you to discuss that process. Because, from my perspective, 
this is what a lot of my constituents say, there’s government ac- 
counting, then there’s real accounting. And this is something that 
I would like an answer on. 

Mr. Hochberg. Well, thank you. Congressman. 

You know, the government accounting system that was put in 
the FCRA, the Federal Credit Reform Act, in 1990, went into effect 
in 1992, that’s the accounting system that the U.S. Government 
runs on. We can — you know, I ran a company for 20 years. You 
can’t pick and choose your accounting system. That’s the account- 
ing system that the government uses. 

Fair value accounting is an alternate approach to accounting. It 
is not — it is not force of law, it’s not what Congress has passed. So 
we abide by the accounting system that’s in place. 

The swing you mentioned from if you change accounting systems 
assumes one other gross statement, and that is that nothing else 
changes. Well, things could change. We could change our fee struc- 
ture, we could change the way we operate to make sure that we’re 
still self-sustaining. 

Mr. Collins. So 
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Mr. Hochberg. It assumes nothing changes. 

Mr. Collins. Okay. And I appreciate it, hut I guess my question 
here is, okay, you go from $14 billion under — ^yes, we’re going to — 
but a $2-million loss. Which is real? 

Mr. Hochberg. Well, under the current 

Mr. Collins. Are you going 

Mr. Hochberg. Under our current accounting systems, $14 bil- 
lion by GAO — by, yes, GAO is — CBO is the correct number. But the 
fact of the matter is. Congressman, in October of this year, unmis- 
takably we sent to Treasury one billion, fifty-seven million dollars. 
Over the last 2 years, we have sent to Treasury cash of $2 billion. 
That’s unmistakable. Whether you change the accounting system 
or not, the cash is still there. 

Mr. Collins. Okay. 

Following up on some other issues, Mr. Hochberg, the Wall 
Street Journal article, 2010, “The Bank changed how it disclosed 
financing deals and no longer discloses all the small-business loans 
it originates.” 

This is something that seems to be a thread today on a lot of 
other issues, not just this hearing but others, that transparency 
and accountability are things that the people are clamoring for. We 
see this in scandals all over the place. 

My question is, what is your rationale for reducing transparency 
and disclosure in this area? 

Mr. Hochberg. Well, Congressman, I’ll also refer you to this 
competitiveness report that we issue. We are cited as being, by our 
competitors, being the most transparent export credit agency in the 
entire world. And, frankly, the biggest readers of this document 
each week, each year, is not just Members of Congress, it’s the 59 
other export credit agencies, because we have greater transparency 
on our loans through the Federal Register, our environmental 
record, and so forth. 

Mr. Collins. That’s wonderful. But then, if that be true, that’s 
great, it’s a nice little book, but why not disclose it all? Why did 
we change the method? Why do we not disclose them — disclose all 
the small-business loans it originates? 

Mr. Hochberg. I am unfamiliar with 

Mr. Collins. This is a 2010 Wall Street Journal article that dis- 
cussed this. 

Mr. Hochberg. Well, I’d be happy to get back to you on that. I’m 
not familiar with this precise 

Mr. Collins. Okay. And if you would, then I’ll submit the ques- 
tions into the record. I’d like a written response on it. 

Mr. Hochberg. I’d be happy to do that. 

Mr. Collins. Because, again, you can bring the committee — and 
I think this is the part we’re getting to, these questions that come 
up. And I would, like you, I would point to something that says 
we’re doing it fine, but the reality is there’s articles that say that 
we’re not doing it. So, as we look at it, you know, these are things 
that we need. 

Also July of 2010, the Bank’s board of directors issued a resolu- 
tion on individual delegated authority authorizing certain individ- 
uals and Ex-Im Bank officers to approve loans, guarantees, and in- 
surance up to $10 million. 
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What steps have you taken to address the Inspector General’s 
criticism that individual delegated authority allows for application 
of inconsistent criteria and may insufficiently mitigate the risk of 
default or fraud? 

Mr. Hochberg. In an effort to both streamline the Bank and also 
provide accountability, we have — senior officers can approve up to 
$10 million. We have an audit of that on a regular basis that we 
ensure that those who have individual delegated authority are com- 
plying with the full credit standards of the Bank. 

We have uniform credit standards across the Bank. We’re work- 
ing to increase the harmonization between programs, but we actu- 
ally have a harmonized credit standard at the Bank. We have a di- 
vision of the Bank, a senior vice president, who looks truly at credit 
policy to make sure that we apply it uniformly across every area 
of the Bank. We apply the same credit standards for countries re- 
gardless of what area of the Bank it’s in. 

So I would say that that’s not correct. 

Mr. Collins. So you would disagree with the Inspector General? 

Mr. Hochberg. Today 

Mr. Collins. After inputting the steps that you just talked 
about. 

Mr. Hochberg. Yes. 

Mr. Collins. Okay. 

Mr. Hochberg. In other words, each time the Inspector General 
has made some suggestions, we have worked to either incorporate 
them already or are working to incorporate them. 

Mr. Collins. Real quickly, and I know. Chairman, my time, but 
just indulge us 1 second. 

Going back to this other question where you say you’ll get back 
to me on no longer disclosing, one of the things the Office of Inspec- 
tor General said, there are 40 outstanding investigations involving 
fraud against the Bank. I just have a question, because we’re not 
disclosing small-business loans. Do most of these cases involve 
small-business loans? 

Mr. Hochberg. Generally speaking, yes. I can give you a better 
precise answer, but, generally speaking, yes. 

Mr. Collins. So the ones that we’re not disclosing are the ones 
that right now we’re investigating for fraud against the Bank, for 
the most part. 

Mr. Hochberg. No, I don’t think that’s the case, sir. I’m sorry, 
your question is, we disclosed — last year. I’ll give you an example, 
we did 3,413 small-business loans. 

Mr. Collins. Wait, wait, wait. 

Mr. Hochberg. Each one of them is 

Mr. Collins. Let’s go back. That’s not my question. You’re 

Mr. Hochberg. I’m not sure I understand your question. 

Mr. Collins. Well, then, let’s go back. According to the Office of 
Inspector General, there are 40 outstanding investigations involv- 
ing fraud against the Bank. Okay? Now, will you agree with that 
statement or disagree with that statement? 

Mr. Hochberg. I accept what the Inspector General 

Mr. Collins. Okay. Do most of these cases involve small-busi- 
ness loans? This is not — I don’t want to know 3,000 of it — I want 
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to know about these 40, and do they involve mainly small-business 
loans? 

Mr. Hochberg. I don’t want to mislead you. Let me get you a 
precise answer after I get your question in writing, and I’ll look it 
up. 

Mr. Collins. Okay. So you don’t know. 

Mr. Hochberg. I do not know precisely. 

Mr. Collins. Okay. And these are outstanding investigations, 
and you don’t know? 

Mr. Hochberg. I don’t know the 

Mr. Collins. Okay. 

Mr. Hochberg. — nature of every single outstanding investiga- 
tion. 

Mr. Collins. Okay. 

Again, I think there’s a lot of issues here, there’s a lot of concern 
on the Hill concerning these actions, the things that we see. Trans- 
parency is needed, transparency in these questions. 

And, again, I think, as we said before, looking at these ideas and 
having the transparency, no matter what others may say, it’s com- 
ing down and saying, okay, what is the truth and what we’re see- 
ing between the truth and reality. These have got to be answered, 
and I know the people in my district want to know this. 

And this is important for this committee to continue to look at, 
because this affects a lot of businesses, it affects a lot of priorities 
in this country. And, frankly, it’s not something that the govern- 
ment needs to be dabbling in, especially if there’s other ways to do 
it. 

So, Mr. Chairman, I do yield back. 

Mr. Jordan. I thank the gentleman. 

Mr. Hochberg, real quickly, before yielding to Mr. — or recognizing 
Mr. Connolly, do you know if the bribery allegations against Mr. 
Gutierrez and the three others have — has there been any referral 
to the FBI and the Justice Department, do you know? 

Mr. Hochberg. To my knowledge, the Inspector General is work- 
ing with the Justice Department on these. 

Mr. Jordan. So the Justice Department is involved today as — 
your understanding, the Justice Department is involved in this in- 
vestigation. 

Mr. Hochberg. That’s correct. 

Mr. Jordan. And including the FBI. 

Mr. Hochberg. I don’t know that. 

Mr. Jordan. Have you had any — have you personally had any 
conversation with the Justice Department and the FBI regarding 
the investigation into the bribery allegations against Mr. Gutierrez 
and the three others? 

Mr. Hochberg. No, I do not. 

Mr. Jordan. Okay. I thank the gentleman. 

The gentleman from Virginia is recognized. 

Mr. Connolly. Thank you, Mr. Chairman. 

Welcome, Mr. Hochberg, to our committee. I’m sure it’s a special 
moment for you. 

Mr. Hochberg, what did you do before you became the head of 
the Ex-Im Bank? 
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Mr. Hochberg. I spent 20 years in business, a family business, 
small business for 20 years. Then I actually also — after that, I 
served in the Clinton administration. And I was also a dean of a 
school of management and urban policy in New York. 

Mr. Connolly. And with that private-sector background, what 
made you decide you wanted to head up the Ex-Im Bank in this 
administration? 

Mr. Hochberg. You know, my family — my mother actually came 
here from Germany and started a business, and I was — I grew up 
in that. I grew up at the kitchen table hearing about it. I enjoyed 
going in — going to work together. I got my master’s degree; I was 
the first college graduate to go work at the company. Worked for 
20 years building a business called Lillian Vernon, a catalog com- 
pany that became a public company. I took it public and spent 20 
spectacular years there. 

And I like public service. I like public service. Perhaps that’s 
coming from immigrant parents, where you think about trying to 
make this country a better country. And so this was a way I could 
participate in that, both at the Small Business Administration, as 
a dean of a graduate school, and then here at the Export-Import 
Bank. 

Mr. Connolly. Well, I hope you understand that there are a 
number of us who very much appreciate that and are pleased 
you’re where you are and that you’ve made that kind of decision 
about public service. Thank you for your service to your country. 

Your testimony explained that on the advice of general counsel 
and the Bank’s IG, who’s leading the ongoing investigations, you 
will not disclose the details or information about the individuals in- 
volved in the alleged incidents of fraud or corruption. Is that cor- 
rect? 

Mr. Hochberg. That’s correct. 

Mr. Connolly. Do you think it’s fair that because there are al- 
leged incidents of such fraud or corruption that the entire work of 
the Ex-Im Bank should be discredited and, indeed, we should allow 
the expiration of the authorization of the Ex-Im Bank to exist at 
all? 

Mr. Hochberg. No. 

Mr. Connolly. Why? 

Mr. Hochberg. We have four individuals who are — one — have 
had alleged wrongdoing. We don’t know that they’ve committed a 
wrongdoing. They have not been indicted. They have not gone to 
court. So I think that we — that is — you know, those are four iso- 
lated cases. We have not had any in — I have been at the Bank 
since 2009. It is the first time. Nothing in 2009, ’10, ’ll, ’12, and 
just came in at the end of ’13, this year. So we’ve had a number 
of years that have been no allegations whatsoever and no indict- 
ments. 

Mr. Connolly. Because I think some who are maybe committed 
to an ideological agenda to allowing the Ex-Im Bank to expire want 
the public to have an impression that somehow it’s rampant with 
corruption and fraud. These are isolated incidents. 

Were any of them referred by you or your management, actually, 
to the IG? 

Mr. Hochberg. They were referred to by other employees. 
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Mr. Connolly. Okay. So the system worked. 

Mr. Hochberg. The system worked. People looked and said, 
there’s something wrong with this transaction or something doesn’t 
seem appropriate here, and they brought it to the attention of the 
ethics officer and/or the IG. 

Mr. Connolly. And, certainly, if you look at it in a context of 
a 5- or 6-year period, obviously it does not characterize in any way 
the operations of the Ex-Im Bank. 

Mr. Hochberg. I would agree with that. 

Mr. Connolly. Unfortunately, human nature being what it is, 
sooner or later there’s always a bad apple that can appear, and the 
question is, how do we deal with it? And how would you charac- 
terize the response of the agency when brought to your attention? 

Mr. Hochberg. I am proud of the agency and our ethics depart- 
ment, which acted immediately. The employees, as evidence came 
through, were either put on administrative leave, and then ulti- 
mately three of them, as I said, have been separated from the 
Bank. 

Mr. Connolly. Why do you think — okay. Thank you. 

Why do you think we need an Ex-Im Bank? 

Mr. Hochberg. We need an Ex-Im Bank because — first of all, 
we’ve been around for 80 years. It’s the same reason we started 
with: We need to create more jobs in this country. This is about — 
and one of the sources of jobs is going to be exports. One of the im- 
pediments to exporting is both risk and perceived risk, as well as 
foreign competition. So we exist when the private sector can’t step 
up to fill in the gap. 

That’s one reason during the financial crisis we did almost be- 
tween two and three times the volume of loans, because there was 
a great need. As banks have entered the market again, our vol- 
umes are once again trimming back because our need is not as 
great. But my counterpart in Britain says, just because you’ve not 
had a fire in 5 years does not mean you sell the firetruck. 

Mr. Connolly. Focus just a little bit on the foreign competition. 
So do our foreign competitors have an analog to the Ex-Im Bank? 

Mr. Hochberg. There are at least 59 other export credit 

Mr. Connolly. I’m sorry, how many? 

Mr. Hochberg. There are at least 59 other export credit agencies 
around the world whose purpose, frankly, is even more — much 
more aggressive than anything we have in the United States. 

Mr. Connolly. Who, for example, sticks out in your mind in that 
category? 

Mr. Hochberg. China is the largest, without question. China is 
very large. Brazil has a very active program, frankly, but so does 
Japan, so does Korea, so does Germany. Those are some of our 
most formidable competitors. 

Mr. Connolly. When we look at, for example, the airline indus- 
try or the aircraft industry, what’s Boeing, for example, up against? 

Mr. Hochberg. Boeing is up against Airbus, which is supported 
by the export credit agencies of Germany, Britain, and France. 
They have three export credit agencies that support the sale of Air- 
bus planes. 
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I was just in China. China is building a large commercial aircraft 
to compete with both Boeing and Airbus. Russia has an aircraft 
that also competes. 

So the competitive intensity around aircraft, which is our larg- 
est — aerospace is our largest single export category — is intense and 
getting more intense. 

Mr. Connolly. Would you say that even with the help of Ex-Im 
Bank it’s not a level playing field, in terms of what we’re up 
against with Airbus? 

Mr. Hochberg. Oh, it frequently is not a level playing field. 

Mr. Connolly. Yeah. 

Mr. Hochberg. I mean 

Mr. Connolly. I would just end by saying, you know, I under- 
stand, I guess, from a pure ideological point of view, those who 
argue, well, ceteris paribus, all other things being equal, we 
shouldn’t need this kind of instrument, the market should work. 
But your testimony about 59 export subsidies — or, entities that 
subsidize our foreign competition tells us we’re a long way away 
from a perfect world or a level playing field. And it would be naive 
and, indeed, self-destructive, it seems to me, for the United States 
not to reauthorize the Ex-Im Bank. 

Thank you, Mr. Chairman, for your indulgence. I appreciate it. 

Mr. Jordan. I thank the gentleman. 

The gentleman from Florida is recognized. 

Mr. DeSantis. Mr. Hochberg, you stressed your commitment to 
ethics, and I do think that that’s sincere on your part, and I appre- 
ciate that. 

Do you believe, just understanding human nature, that there is 
a greater risk of bribery and graft with Ex-Im just simply because 
there are lucrative deals at issue? 

Mr. Hochberg. Greater than what? 

Mr. DeSantis. Greater than, say, the Department of Education. 

Mr. Hochberg. I’m not in a position to really evaluate degrees 
of enticement to take briberies from one agency to another. 

Mr. DeSantis. Okay. Very well. 

In terms of the accounting, I know they are back and forth. The 
way that the Bank does the accounting, there’s a windfall for the 
taxpayer. The way the CBO did it under fair value, it was a loss 
of a couple billion over 10 years. 

My question is just simply, you were in the private sector. That’s 
pretty standard convention to use the fair value accounting. What 
is the reason that fair value accounting is not used at Ex-Im? 

Mr. Hochberg. The Federal Government, Congress has passed 
a law that we use FCRA, Federal Credit Reform Act, that guise, 
for government accounting. We don’t pick and choose our account- 
ing system. You, as Members of Congress, vote to approve what- 
ever the accounting system is, and we abide by that law. 

Mr. DeSantis. So you’re not opposed to fair value if Congress 
wants to go that way? I was under the impression 

Mr. Hochberg. Well, I haven’t made an opinion of 

Mr. DeSantis. Okay. 

Mr. Hochberg. I haven’t studied it to give you an opinion on 
that. I’m simply telling you I follow the law. 

Mr. DeSantis. Okay. 
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Mr. Hochberg. The law says we follow 

Mr. DeSantis. No, I understand that, but I thought you had ex- 
pressed some resistance to it. So you will not endorse using fair 
value accounting with the Bank at this time? 

Mr. Hochberg. I will endorse whatever the law says I should do. 

Mr. DeSantis. Do you believe that — because there is an issue 
about the Bank supporting jobs, using the term “support”; there 
was back-and-forth. Do you believe that the Bank actually creates 
jobs net? In other words, if there wasn’t the Bank, we would have 
fewer jobs here in the U.S. economy? 

Mr. Hochberg. Without question. 

Let me just talk about supporting jobs for a minute. I was re- 
cently in Chicago, a company called Howe Corporation. It makes 
refrigeration units they use on fishing boats and so forth. Mary 
Howe, fourth generation, is now exporting up to 40 percent a year. 
She said to me, because of you — it’s in the Chicago Tribune — be- 
cause of the Ex-Im Bank, I did not have to lay off a single person, 
I kept my 40 people working. 

So, in that case, we supported those jobs. We did not necessarily 
add jobs, but were we not there, Mary said very clearly, I would 
have had to lay people off; I did not want to lay people off, so you 
supported my being able to keep a full workforce. 

In other places, where, as Congresswoman Duckworth said, 
there’s a new sale — in Mary’s case, we replaced sales lost because 
of the financial crisis. Where there’s a new sale, it often means 
adding another shift and hiring employees. 

So it depends. We use the word “support” to be conservative as 
opposed to being 

Mr. DeSantis. No, I understand that. And I think you can point 
to a transaction, and you may have there, where maybe those jobs 
would not have been there without a certain finance package. 

But as I read the reports, there are examples in which Ex-Im 
loans benefit foreign competitors of our domestic manufacturers. 
For example, there was an energy refinery in Turkey, and there 
was concern raised here domestically from Texas refinery manufac- 
turers basically saying, look, you’re directing government power to 
do this deal, but then that has ended up disadvantaging us. 

And so, when you’re saying it creates more jobs, are you also ac- 
counting for maybe the back end of some of those transactions and 
how that could affect domestic competitors? 

Mr. Hochberg. Congress has put in our charter, and we follow 
it, and we updated those regulations, it’s referred to as “economic 
impact.” On every transaction, we review, does the economic ben- 
efit to the U.S. economy outweigh any potential harm? 

So, in the particular transaction you’re referring to, we looked at, 
what is the economic benefit to the U.S. economy by making these 
exports, what is the potential harm to the U.S. economy, to ensure 
that there’s a positive benefit to the U.S. economy. 

And then the independent board, which is made up — it’s a bipar- 
tisan board — still votes on that transaction. 

Mr. DeSantis. There was back-and-forth about the number of 
dollars that go to small businesses. I think it was 19 percent last 
year, and I think you’ve said now it’s up to 22 percent 

Mr. Hochberg. We’re stronger right now. 
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Mr. DeSantis. — so far this year. As I understand it, the defini- 
tion of “small business,” that includes firms with employees up to, 
what, 1,500? 

Mr. Hochberg. Well, the SBA makes those determinations of 
what actually is a small business. It’s not our determination. 
We 

Mr. DeSantis. But is that — no, I understand that. But is that — 
when this stuff is being put out, it would include the firms up to 
1,500? Is that the number that’s used? 

Mr. Hochberg. Generally, in manufacturing, the rough number 
is 500. But, again, the SBA, they determine — I was at the SBA. 
They look at every industry and say, but what’s small by that in- 
dustry’s category? 

Mr. DeSantis. So, no, I understand that, but I’m just trying to 
figure out, the upper level of what would be considered small would 
be 1,500, is that — I’ve just read reports. I’m just seeing if that’s the 
case. 

Mr. Hochberg. I haven’t seen a number that high. 

Mr. DeSantis. Okay. Well, look, the 500, if we can get that used 
for Obamacare, the initial thing, that would give a lot of relief to 
a lot of small businesses in my district. So I’m not above counting 
that as 500. 

One final question. How does the Bank view its role in terms of 
the national security component that could affect economic trans- 
actions between certain States? And some of these deals are with 
essentially State-directed enterprises. 

It was reported today in an article by a columnist in The Wash- 
ington Post that two of Hamas’s supporters are Qatar and Turkey. 
Last fiscal year, the Bank authorized $775 million to Qatar, $4.3 
billion for business in Turkey. Of course, Turkey’s Prime Minister 
has come out and said that Israel is worse than Hitler, and he has 
basically taken a very anti-Western, pro-Islamist stance. 

So how can we, just as people in Congress, when we’re looking 
and we have duties with national security, how can we be sure that 
the deals that are being done are also consistent with our national 
security goals and strategies? 

Mr. Hochberg. There’s something referred to as the National 
Advisory Committee, which reviews all transactions over $30 mil- 
lion that the board votes upon. So they are shared with the State 
Department, Treasury, Commerce, and other relevant agencies, 
who render an opinion whether there’s anything wrong with the 
entities that are part of the transaction. 

So, in your case with Qatar or Turkey, as an example, they were 
all green-lighted by the various agencies that are part of the Na- 
tional Advisory Council. 

Mr. DeSantis. Well, no, and I appreciate that. And, in fact, I 
think looking at some of the conflicts we see, I think our adminis- 
tration has been erring by siding with Qatar and Turkey over some 
of the stronger allies that we have in the region. 

But I appreciate the testimony, and I yield back. 

Mr. Jordan. The gentleman from Pennsylvania is recognized. 

Mr. Cartwright. Thank you, Mr. Chairman. 

And, Mr. Hochberg, I want to associate myself with the remarks 
of Mr. Connolly of Virginia. And I thank you not only for appearing 
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here today, but I recognize your extensive credentials in the busi- 
ness world, your capabilities. You have the ability to go out and 
make an exponential amount of money, more than what the Fed- 
eral Government is paying you for your public service, and I thank 
you for that. 

I also want to note that you came to the Ex-Im Bank in 2009. 
2009 isn’t when the Ex-Im Bank started. It started in 1934 by Ex- 
ecutive order of President Franklin Delano Roosevelt. 

And for everyone’s information. Congress did not sue President 
Roosevelt for that Executive order as going beyond the bounds of 
the Constitution. In fact. President Ronald Reagan supported ex- 
panding it, as was noted in the New York Times article, op-ed, pub- 
lished yesterday by former President Reagan’s Secretary of Labor, 
William Brock III, who was also a Republican Senator from Ten- 
nessee. His op-ed is called “Don’t Kill the Export-Import Bank.” 
And he makes the particular point that President Reagan saw the 
value in the Bank in assisting American businesses to compete 
abroad and supported expanding it. 

I also want to note that the Export-Import Bank, in your testi- 
mony, Mr. Hochberg, has a default rate of 0.194 percent, which is 
less than one-fifth of 1 percent. And I certainly invite Mr. 
Mulvaney, my colleague, to challenge that if he thinks that that is 
incorrect. But that’s a very small default rate, indeed. 

But I want to direct my — and we don’t mean to ignore you, Ms. 
Katz, but you’re here from The Heritage Foundation. Am I correct 
in that? 

Ms. Katz. That’s correct. 

Mr. Cartwright. The opinions you express are not simply your 
own, they are also those of The Heritage Foundation, correct? 

Ms. Katz. No, that’s not correct. They reflect my own. 

Mr. Cartwright. They’re your own opinions but not those of The 
Heritage Foundation? 

Ms. Katz. Correct. 

Mr. Cartwright. Okay. Are you paid by The Heritage Founda- 
tion? 

Ms. Katz. Yes. 

Mr. Cartwright. Do they know you’re here today instead of at 
work? 

Ms. Katz. I consider this work. 

Mr. Cartwright. Okay. 

Mr. Jordan. Dealing with us is 

Mr. Cartwright. Here’s a question: Is The Heritage Foundation 
in favor of abolishing the Export-Import Bank? 

Ms. Katz. I’m in favor of abolishing the Export-Import Bank. 

Mr. Cartwright. Okay. So — well, so you don’t know if The Her- 
itage Foundation 

Ms. Katz. Well, I 

Mr. Cartwright. — shares that opinion? 

Ms. Katz. Well, The Heritage Foundation is made up of, you 
know, some, I don’t know how many people, 2- to 300 people, and 
there’s a variety of opinion in Heritage about all sorts of things, 
but I’m here to discuss my research and my opinions, and not those 
of Heritage in general. 
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Mr. Cartwright. All right. Can you tell us what percentage of 
the supporters of The Heritage Foundation are exporting compa- 
nies? 

Ms. Katz. I have no idea. 

Mr. Cartwright. Can you tell us what percentage of the sup- 
porters of The Heritage Foundation are companies assisted by the 
Ex-Im Bank in exporting? 

Ms. Katz. No, because I really don’t pay any attention to who — 
you know, who funds Heritage. I do know, though, that the largest 
proportion of funders are individuals. 

Mr. Cartwright. Can you tell us what percentage of Heritage 
Foundation supporters of big companies or people associated with 
big companies, that don’t like competition from small U.S. export- 
ers, assisted by the Ex-Im Bank? 

Ms. Katz. I have no idea, but I do know that 75 percent of the — 
the benefits of Ex-Im financing go to about ten very large corpora- 
tions, and only about half of a percent of small businesses in the 
U.S. Receive assistance from Ex-Im. 

Mr. Cartwright. Do you — I want to jump to a point that my col- 
league from Pennsylvania, Mr. Meehan, was driving home, and he’s 
a former Federal prosecutor. Do you have any information that 
U.S. attorneys are not good at prosecuting cases of fraud when 
they’re perpetrated against the Ex-Im Bank? 

Ms. Katz. I have no information about that. 

Mr. Cartwright. Are you saying that U.S. attorneys don’t have 
the full range of prosecutorial tools available to them when han- 
dling cases of fraud perpetrated on the Export-Import Bank? 

Ms. Katz. Well, they certainly have had dozens of cases to pros- 
ecute, which they have. 

Mr. Cartwright. But you’re not saying they don’t have the full 
range of tools, are you? 

Ms. Katz. I don’t know what their — their arsenal is, sir. 

Mr. Cartwright. Do you have any information that the FBI 
doesn’t have the full range of investigative tools when handling 
cases of fraud perpetrated on the Export-Import Bank? 

Ms. Katz. I don’t know what the FBI’s resources are with respect 
to the Export-Import Bank, although I do know that, you know, 
there have been, you know, considerable number of cases of fraud 
at the bank. 

Mr. Cartwright. So every time there’s a case of fraud involving 
the Export-Import Bank, a case of fraud against — perpetrated 
against the Export-Import Bank, every time there’s such a case, 
the U.S. Government has at its disposal the full range of investiga- 
tive and prosecutorial tools that it can bring to bear on any pros- 
ecution that brings in this Nation. Am I correct in that? 

Ms. Katz. You’re — I assume you’re correct, but my preference 
from a policy standpoint would be to be able to prevent fraud cases 
rather than building up, you know, ever larger resources for pros- 
ecutors to — after the fact. And what we do know is that Ex-Im is 
not managed with the intent of maximizing protection against 
fraud. 

Mr. Cartwright. Well, I happen to agree with Mr. Meehan of 
Pennsylvania that to do away with fraud entirely, you have to 
change human nature, not abolish the Export-Import Bank. 
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And I yield back, Mr. Chairman. 

Mr. Jordan. I thank the gentleman. 

No one’s alleging that the Department of Justice can’t do fraud 
investigation of the Export-Import Bank, although I have ques- 
tioned the Department of Justice investigation into other issues 
that have been in front of this committee, and I think, you know, 
26 Democrats agreed with every single Republican, saying we need- 
ed a special prosecutor in that situation. So no one’s alleging that 
here. 

What we are saying is there’s nothing in the law that prevents 
Mr. Hochberg from telling us what he knows, and he won’t do that. 
He won’t tell us the three other individuals, he won’t tell us any- 
thing about how Mr. Gutierrez’ name became public, he even won’t 
tell us if he even did — if they’ve done an investigation, it sounds 
like they haven’t, as to how that — if it’s so important that we not 
jeopardize and disclose who these people are, you would have 
think — you would have thought that they would have done an in- 
ternal investigation to figure out how Mr. Gutierrez’ name became 
public. 

So that’s all we’re saying, is why not — frankly, Mr. Hochberg, 
we’ve had this before. We’ve had witnesses sit here and tell us, we 
can’t give you information that you’re asking for, because there’s an 
ongoing investigation, and then we do subpoenas and we get the 
information. In fact, the Inspector General told us, we asked him 
for certain documents relative to today’s hearing, and he said, go 
ask Mr. Hochberg. Get them from him. So obviously by — when he 
tells us that, you could provide them, you just choose not to provide 
them. 

The gentleman from South Carolina is recognized for 5 minutes. 

Mr. Mulvaney. Thank you, Mr. Chairman. I’ve just got some 
bits and pieces to fill in. 

Jobs, Mr. Hochberg. Mr. DeSantis before he left asked you a 
question about whether or not you count potential job losses when 
you provide your information to Congress about how many jobs you 
support. You don’t — ^you don’t count that, do you? For example. 
Delta claims they lost 7,500 jobs via the sale of — Export-Import 
Bank support to a purchase of Boeing jets by Air India. You don’t 
count those losses when you report those jobs to Congress, do you? 

Mr. Hochberg. First of all. Delta’s never validated where they 
got those numbers from. I have no 

Mr. Mulvaney. But I think you testify — I’m not trying to bait 
you, but I think you testified in the previous hearing that I was 
in that you report a gross number. 

Mr. Hochberg. We report the gross numbers of jobs that are 
supported by Ex-Im financing, but in candor. Congressman 
Mulvaney, in my opinion, they actually understate the jobs, they 
do not overstate them. 

Mr. Mulvaney. Fair enough. Mr. Cartwright raised a good point 
about default rates, and I meant to talk about that before, the de- 
fault rate of .0, I think — 0.195 is your default rate. Now, back as 
recently as the late 1980s and early 1990s, the default rate was 40 
percent. You all changed the way you count defaults, didn’t you? 
Or Congress changed it for you? 
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Mr. Hochberg. We calculate our default rates according to the 
way Congress has asked us to do so. And I have the results in front 
of me for the last 6 years 

Mr. Mulvaney. Is it the same way that 

Mr. Hochberg. — and most financial 

Mr. Mulvaney. — private financial institutions report defaults? 

Mr. Hochberg. To my knowledge, it is the same, and in fact, I 
mentioned in my oral testimony that our default — the commercial 
bank and industrial bank default rates as calculated by the Fed, 
the average is 3 to 4 times higher than ours. 

Mr. Mulvaney. No. I understand that, but you don’t count de- 
faults the same way as a commercial bank does. A default to them 
is not the same as a default to you. 

Mr. Hochberg. We count 

Mr. Mulvaney. It’s not apples to apples, to Mr. Cartwright’s 
point, though. 

Mr. Hochberg. No. We calculate defaults to the way the Con- 
gress has asked us to report the default rates to Congress. 

Mr. Mulvaney. And back in the 1980s and 1990s, when the defi- 
nition was different, that was as high as 40 percent, you still 
have 

Mr. Hochberg. I don’t know whether it was the same method- 
ology. 

Mr. Mulvaney. You still debt on your books at the Export-Im- 
port Bank from pre-Castro Cuba, don’t you? Do you think you’re 
going to collect that debt? 

Mr. Hochberg. We — I don’t — I can’t answer that question, be- 
cause I don’t know the answer to it. 

Mr. Mulvaney. If it were on there, do you think that you would 
be able 

Mr. Hochberg. It’s — it’s a hypothetical question. 

Mr. Mulvaney. But if it is on there, then I get to ask the ques- 
tion next time, right, because it’s on there. You all have debt on 
the books from pre-Castro Cuba, you have debt on the books from, 
I think, 1970s China when Mao was there. But anyway, my point 
of this — to Mr. Cartwright is this, that do not take — I encourage 
my colleagues not to take it as an apples-to-apples comparison. The 
.195 percent is not the same, not calculated the same way as it is 
in, say. Bank of America or PNC or something like that. 

The IG had two things to say, and I’m just going to ask you if 
you agree or disagree with these statements. The IG gave testi- 
mony to the Financial Services about 4 or 5 weeks ago. And Mr. 
Gratacos said that the bank management’s consistently failed to es- 
tablish internal controls over business operations, and noted that 
there were “clear guidance to staff, and establishing clear roles and 
authorities have not been prevalent at the Ex-Im Bank.” 

Do you agree or disagree with that statement? 

Mr. Hochberg. I disagree. 

Mr. Mulvaney. And then he went on to say that, and I’m read- 
ing now from Ms. Katz’s testimony until I get to the quotations 
that, such operational shortcomings worsening of the bank, et 
cetera, et cetera, and then as noted by the Inspector General, “this 
rapid growth in Ex-Im Bank’s total portfolio exposure raises con- 
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cerns as to Ex-Im’s ability to manage and monitor this significant 
portfolio growth.” 

Do agree or disagree with that? 

Mr. Hochberg. I disagree with that. 

Mr. Mulvaney. Fair enough. And then lastly, Mr. Cartwright, or 
I think it may have been Mr. Connolly mentioned Ronald Reagan. 
My experience in my brief period here is that I don’t use Ronald 
Reagan quotations, I sort of treat them like Bible quotations in 
that you can usually find something to take either side of a par- 
ticular story, but in order to rehabilitate my favorite President dur- 
ing my lifetime, in 1981 he suggested the bank needed to be re- 
duced by at least a third, and in 1985 he asked “Is it fair to ask 
taxpayers to help pay billions for export subsidies to a handful of 
America’s biggest corporations? We also save billions by elimi- 
nating taxpayer subsidies to some of America’s biggest corporations 
through Export-Import Bank loans.” 

So it seems to me that the debate has been going on for a long 
time. The issues are still there. I just was hoping that maybe this 
might be the year we could fix some of them. 

With that. I’ll yield back. Thank you, Mr. Chairman. 

Mr. Jordan. I thank the gentleman for his participation today. 
Let me just go where Mr. Mulvaney was, Mr. Hochberg, and I 
don’t — I don’t know. I mean, you normally try to ask questions you 
know the answer to, but I don’t know this one. The — he was — Mr. 
Mulvaney was talking about the Delta and the gross number of 
jobs that you report. The example you gave with the lady in Chi- 
cago, I think is in the refrigeration business and she has 40 em- 
ployees, is that — when you report to Congress jobs that Ex-Im 
Bank financing supports, would those 40 jobs be in that number? 

Mr. Hochberg. Only the jobs — only what would be allocated to 
the financings we’ve done. We don’t finance 100 percent of her 
business, so I would not count 40 jobs. 

Mr. Jordan. But — so — but you would count some of them? 

Mr. Hochberg. We count those that are allocated to exporting. 

Mr. Jordan. And how do you determine that? 

Mr. Hochberg. We use the Bureau of Labor statistics, we look 
at the dollar volume, they have tables we’re able to access that 
says looking at the full supply chain of different categories of in- 
dustrial products, we were able to calculate how many jobs are cre- 
ated in the supply chain. 

Mr. Jordan. In that example, do you know how many were the 
supported job that she talked about, how many were used in your 
calculation that you gave Congress? 

Mr. Hochberg. Well 

Mr. Jordan. Was it three, was it seven, was it 39? 

Mr. Hochberg. Mary said to me she’s got about 40 employees, 
and depending on the year, 20 to 40 percent of her sales were ex- 
ports. So it depends 

Mr. Jordan. You took 30 percent of that number and gave 
us 

Mr. Hochberg. No. Each year we would report based on what 
actually we did. We don’t take averages. We say what did we actu- 
ally do working — if we did zero that year, we’d count zero. 
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Mr. Jordan. Okay. Okay. Just, I didn’t — I didn’t know how you 
do it. 

Ms. Katz, there’s — are you familiar with this — the loan, the 
ExxonMobil liquid natural gas 

Ms. Katz. Yeah. The New Guinea, the Papua New Guinea? 

Mr. Jordan. The Papua New Guinea, yes. 

Ms. Katz. Yes. A bit. 

Mr. Jordan. All right. And it’s been reported that the Inspector 
General released a report detailing comprehensive inspection of 
this transaction, and he specifically said the fault of the bank for 
taking insufficient steps to protect the bank from fraud, and we’ve 
talked about a lot today, and for, “being unable to properly account 
for $500 million in local costs.” Are you familiar with that? 

Ms. Katz. Yes. 

Mr. Jordan. And so is it accurate to say we don’t know what 
happened to $500 million? 

Ms. Katz. Well, there were — they were claimed to be local ex- 
penses, but they don’t have 

Mr. Jordan. Any receipts? Any details about those local ex- 
penses? So we have no idea. 

Ms. Katz. They can’t verify, they can’t verify them. 

Mr. Jordan. And, Mr. Hochberg, I assume that’s a concern to 
you and the folks at the bank? 

Mr. Hochberg. Well, I just disagree with the assertion. 

Mr. Jordan. All right. 

Mr. Hochberg. So let me just — let’s discuss what this project is. 
If I can — can I take 1 minute to — Congressman Mulvaney, when 
we have a debt to Cuba, it is written to zero. We don’t throw it 
away, because we — we may write it down to — it has zero value on 
the books, it’s been totally written off; on the other hand, we don’t 
take debts like that and remove them from our books, because, as 
the case with Argentina, other countries, at some point we expect 
to be repaid, but in terms of the value, it’s zero. 

Mr. Mulvaney. Do you count it as a default? 

Mr. Hochberg. It’s already been written off. Yes, it’s then a de- 
fault number. 

Mr. Mulvaney. It’s been counted as a default? 

Mr. Hochberg. Yes. Yes. It’s then a default number. 

Mr. Mulvaney. Thank you very much. 

Mr. Hochberg. Back to your question, Mr. Chairman. On the 
project of Papua New Guinea, this was a project, a large LNG 
project in Papua New Guinea. The U.S. Export-Import Bank pro- 
vided $3 billion so that more jobs would be supported here in the 
United States. Part of our support, we do a project of that nature, 
as you can understand, some costs are incurred locally, they’re not 
all — so as — standard practice with the OECD, Organization of Eco- 
nomic Cooperation and Development, we can do up through 30 per- 
cent of local costs to make sure that that sale gets done. About 
$576 million was incurred in local costs. Exxon Mobil is the project 
sponsor. They have certified under criminal penalty that those 
costs were true and incurred and validated. And the Inspector Gen- 
eral has said, quote-unquote, that that transaction was properly 
structured and documented and complied with all laws of Know 
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Your Customer, and they had no evidence whatsoever for improper 
local costs submitted. So that is — I would disagree with Ms. Katz. 

Mr. Jordan. All right. On the — with the three other individuals 
identified in The Wall Street Journal article who — for alleged fraud 
and potential bribes, were their — are they being investigated in re- 
lation to the same matter that Mr. Gutierrez is being investigated 
for? Is it all related to Impex or are the other three on some dif- 
ferent issue or transaction? 

Mr. Hochberg. There are four individuals and there are three 
separate cases. 

Mr. Jordan. So — and you — I assume you’re going to — when I ask 
you what those other cases involving what companies, you’re going 
to say, I can’t tell you. 

Mr. Hochberg. The Inspector General is working through these 
cases. They’ve really — they would like the opportunity and not to 
have anything more compromised then they believe has already 
been compromised by the 

Mr. Jordan. But I keep coming back to this, Mr. Hochberg. 
There is nothing in the law that prevents you from, under oath, in 
front of a congressional committee doing a legitimate congressional 
investigation at an appropriate time when we’re looking at the Ex- 
Im Bank reauthorization legislation, there is nothing in the law 
that prevents you from disclosing the information we ask about. 

Mr. Hochberg. These are alleged and they’re under criminal in- 
vestigation. 

Mr. Jordan. And we understand “alleged” means alleged, and 
you can — you can — that does — you’re innocent until proven guilty, 
in fact, you can invoke any privilege and right you have, like we 
just saw a few hours ago from Mr. Gutierrez where he invoked his 
Fifth Amendment privilege, we understand all that, but we’re ask- 
ing you, the guy at the head of the Bank, who just told us that 
there are four individuals under investigation for alleged bribes 
and corruption on three different issues dealing with three dif- 
ferent loans the bank has made to different companies, different or- 
ganizations, and you’re only going to tell us when — we only know 
about Impex, we’re asking about the other two. Can you tell the 
companies involved in the other two? 

Mr. Hochberg. First of all, you’ve made a couple of assertions 
that they deal with loans and other individuals. All I can say is 
there are four individuals; three are no longer working at the 
Bank, one is on administrative leave, and the Inspector General 
and the Department of Justice is investigating this for a possible 
criminal case. 

Mr. Jordan. And you said you had — ^you’ve had no interaction 
with the Department of Justice. So is it accurate to say the Depart- 
ment of Justice has not instructed you not to share information 
with Congress? 

Mr. Hochberg. This is — these are in the hands 

Mr. Jordan. Yes or no? That’s a yes or no. Did the Department 
of Justice instruct you not to share information with Congress? 

Mr. Hochberg. I have not dealt with the Department of Justice. 

Mr. Jordan. All right. And just again for the record, and I did 
this earlier, the Inspector General has not specifically told you, Mr. 
Hochberg, do not talk to — do not disclose the three other individ- 
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uals, do not disclose the three other companies or whatever’s in- 
volved in these three situations? Did he specifically tell you not to 
disclose that to us? 

Mr. Hochberg. The — our general counsel made that rec- 
ommendation on concurrence from the Inspector General. 

Mr. Jordan. The inspector — that’s — I’m not asking you that. 

Mr. Hochberg. The — the 

Mr. Jordan. I’m asking did the Inspector General specifically tell 
you 

Mr. Hochberg. I did not speak directly 

Mr. Jordan. Because what we get from the Inspector General 
when we asked for certain documents, he said, go talk to Mr. 
Hochberg, see if you can get the documents from him. So that 
would imply that you can give them to us, which is what the law 
allows you to do if you so choose, but you are choosing not to an- 
swer our questions and give us that information. 

Mr. Hochberg. I am choosing not to interfere with a criminal in- 
vestigation. 

Mr. Jordan. Okay. Does the gentleman have additional ques- 
tions? The gentleman from South Carolina? 

We want to thank you, Mr. Hochberg and Ms. Katz, for being 
here today for an important hearing. And the committee’s ad- 
journed. 

[Whereupon, at 12:18 p.m., the committee was adjourned.] 
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The Opinion Pa2es | Op-Ed Contributor 

NYT: Don’t Kill the Export-Import Bank 

By WILLIAM E. BROCK IIIJULY 28, 2014 

WASHINGTON — AMONG the many things that President Ronald Reagan did to promote 
economic growth was to ensure a level playing field for American businesses abroad — 
including by supporting an expansion of the Exttort-lmport Bank , which provides financing for 
the export of American goods and services. 

Thanks to his focused, principled leadership, the American economy grew significantly in the 
1980s, a fact that the bank’s recent, vociferous critics, including many from Mr. Reagan’s own 
party, should bear in mind. 

As a Republican, I would prefer that the private sector carry the entire load of supporting our 
international competitiveness. But the world market is not a level playing field, and the bank is 
absolutely vital for companies involved in the global economy. Having worked closely with Mr. 
Reagan on trade issues, 1 am confident that he felt the same. 

In the 1980s, as today, the bank came under criticism, accused of playing favorites among 
companies and industries. Then, as now, many politicians called for it to be “sunset.” or phased 
out . But rather than abolish it, Mr. Reagan called for change, insisting that it become more 
transparent and fiscally responsible. 

He did so because he understood the bank’s clear, enduring value. Last year, it returned about S 1 
billion to the Treasury , something almost unheard of for a government agency. And while the 
Ex-Im Bank is no replacement for the private sector, it has a remarkable record as a financial 
institution: Its default rate, below 1 percent, is better than that of many private banks. 

And while it is true, as some critics maintain, that the bank is focused on helping very large 
companies, its assistance ripples through the economy to help the smaller and medium-size 
businesses that supply larger companies. 

In my home state of Tennessee, for example, the Ex-lm Bank has supported nearly $900 million 
in export sales since 2007, according to publicly available data from the bank; that translates into 
support for about 6,000 jobs. Nationally, over the last five years the bank has supported 1.2 
million jobs — and many of those are the sort of well-paying, high-skilled manufacturing jobs 
that we should be championing. 

The bank is particularly important today, when tight credit allocation by banks, still cautious 
after the recession, has left many companies, especially small and medium-size ones, unable to 
find financing to sell their products abroad. 
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These companies face tough competition from companies in other countries. Many of these 
foreign businesses receive credit financing from their own export-import banks, at levels unseen 
in the United States, In 2013 China provided $46 billion in medium- and long-term official credit 
support; the United States offered only $15 billion. 

Those foreign export-import banks aren’t going away; if anything, they will grow more 
important as the global economy continues to integrate. That is why recent calls to end the Ex-Im 
Bank won’t work. Should we tell American companies to stop exporting? Are we prepared for 
the job loss that would result from decreased support for American exports? 

The bank is not perfect. It could do more to increase efficiency and transparency, and to better 
leverage partnerships to reach even more small businesses. But as President Reagan imderstood, 
that is a reason to reform it, not end it. Opponents of the bank say that it supports just 2 percent 
of all exports. Still, 2 percent amounts to $37.4 billion of American products made by American 
workers in American plants. That translates into tens of thousands of jobs from every state in the 
country. 

Lawmakers of both parties say they want to introduce policies to create and support jobs. But 
before we go creating new government programs, we should look at what already works — 
including the Ex-Im Bank. 

William E. Brock III, a former Republican senator from Tennessee, served as the trade 
representative and secretary of labor under President Ronald Reagan. 
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Export-Import Bank 
of the United States 

Inspector General 


July 28, 2014 

The Honorable Matthew Cartwright 
Ranking Member 

Subcommittee on Economic Growth, Job Creation 
and Regulatory Affairs 

Conanittee on Oversight and Government Reform 
U.S. House of Representatives 
Washington, DC 20515 

Dear Mr. Cartwright: 

I am writing in response to your letter of July 28, 2014 asking several questions regarding 
fraud prevention and detection efforts at the Export-Import Bank of the United States. The 
OfiSce of Inspector General has provided briefings to both the majority and minority staffs of the 
Committee regarding our program integrity and employee integrity work. Although we are not 
able to provide specific information on ongoing investigations (as discussed below), we are 
providing the following information discussed in our briefings and requested in the follow-up 
questions below. To provide a timely response, we are presenting the information we have been 
able to compile in a short timefiame, and will supplement our response as appropriate, and in 
response to any further questions from the Committee. 

7. Why is the number of claims of losses in the medium term program a good measure of 
fraud? What is the trend in the number of claims of losses in the medium term program? 
Please explain the reduction in claims of losses in the medium term program. 

Specifically, what actions did the IG take to address the level of claims and what has 
been the result of those actions? 

The first Inspector General at Ex-lm Bank took office in August 2007 and the Office of 
Investigations was staffed with federal law enforcement agents in 2009. When the OIG began its 
law enforcement activities, the medium-term program was the primary focus due to a high level 
of claims and indicators of fraud.' The OIG issued two audit reports and investigated a number 
of fraud schemes in this program, leading to multiple convictions of individuals. The medium- 
term program has experienced a significant reduction in claims paid by the Ex-Im Bank. 
Specifically, in FY 2009, Ex-Im paid approximately $100 million in Medium-Term program 
related claims and in FY 2012 paid an estimated $15 million in claims. 


' Medium Term Export Credit Program - Credit and Fraud Risk Management and Business Process Improvement 
OIG-AR-09-04, March 30, 2009 


8 1 1 Vermont Avenue, N.W. Washington, D.C. 20571 
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2. A recent article written by Diane Katz states, "Based on a review of government 
documents, The Heritage Foundation has determined that there have been at least 74 
cases since April 2009 in which bank officials were forced to act on the basis of 
“integrity" investigations by the Office of Inspector General. " How many of these cases 
implicated Bank employees? Please provide the number of indictments and the number 
of administrative actions taken against employees of the bank since 2009? 

Because the article citation links generally to semiannual reports issued by the OIG since 
2009, we are uncertain which portions of those reports are being compiled to reach the total of 74 
cases of integrity investigations. 

The OIG has reported in its semiannual reports that the Bank has taken 74 administrative 
actions, which are defined as “responses by Ex-Irn Bank to stop transactions, cancel policies, or 
protect funds at risk based upon investigative findings.” When the OIG identifies potential 
indicators of fraud, either through proactive research or through referrals from law enforcement 
partners, we refer that information to the Bank so that it can pursue enhanced due diligence to 
protect its interests. These referrals are of outside parties, not Bank, employees. These 74 
administrative actions were taken by the Bank in response to approximately 500 referrals of due 
diligence information to the Bank by the OIG, 

In our most recent semiatmual report, we stated that the Bank had taken three 
administrative employee actions in response to referrals of information from OIG. This includes 
two employment actions taken in connection with ongoing investigations, and one letter of 
reprimand issued to an employee in response to an administrative referral. Since the most recent 
semiannual reporting period ending March 3 1 , we understand that the Bank has taken 
administrative employment action against two additional employees in response to information 
referred by the OIG. These matters also concern ongoing investigations. 

Since 2009, the OIG has secured 71 indictments or informations, which are federal 
criminal charges against parties who have attempted to defraud the Bank, and 46 convictions. 

The difference between number of charges and number of convictions is because some 
indictments were superseded or replaced by informations as part of plea agreements, some 
individuals who have been indicted are located overseas and are fugitives, and some cases are 
pending. None of the indictments or informations obtained through OIG investigations were 
against employees of the Ex-Im Bank. In 2010, a former Ex-Im Bank employee was convicted 
of an offense related to illegally accepting payments during the comse of her employment with 
the Bank.^ This case was investigated by the FBI and predates the establishment of the OIG, so 
we have no further information on this case beyond the public record. 

3. The Bank and the IG have both been unwilling to share with the Committee certain 
information about pending investigations of employee misconduct. Please explain your 
reasoning. Could disclosing the details of an ongoing investigation potentially interfere 
with the investigation or increase the risk of failure to achieve a successful prosecution? 


^ U.S. V. Edu, Case No. l:09-cr-0047-JDB (D.O.C. 2010). 


2 



70 


The longstanding policy and practice of federal law enforcement agencies has been not to 
disclose details on ongoing investigations, including the names of subjects of these 
investigations. Disclosure of such information could seriously prejudice law enforcement efforts 
by alerting potential defendants to which potential witnesses and sources of information the 
government has obtained. Other concerns include the potential damage to proper law 
enforcement that would be caused by the revelation of sensitive techniques, methods, or strategy; 
concern over the safety of confidential informants and the chilling effect on other sources of 
information; sensitivity to the rights of innocent individuals who may be identified in law 
enforcement files but who may not be guilty of any violation of law; and well-founded fears that 
the perception of the integrity, impartiality, and fairness of the law enforcement process as a 
whole will be damaged if sensitive material is distributed beyond those persons necessarily 
involved in the investigation and prosecution process.’ 

When these investigations are completed, with or without criminal charges, we will be 
able to provide additional information. 

4. Are the four known instances of pending IG investigations against employees of the Bank 
an indication of systemic corruption? Have you seen evidence of systemic corruption 
among bank employees? 

The ongoing investigations involving employees of the Bank involve allegations of 
serious misconduct and, in some instances, indicate ineffective management of the subject 
employees. At this time, we have not developed evidence of widespread employee misconduct 
or systemic employee involvement in fraud schemes at the Bank. These investigations are 
ongoing. 

5. What efforts is the IG making to detect and investigate fraud? Please explain the role 
played by employees in the Bank in the IG ‘s fraud control efforts. Please also explain 
any coordination or consultation the IG has with other federal agencies and discuss any 
task forces the IG participates in to prevent and detect fraud or corruption by parties that 
engage the Export-Import Bank? 

In addition to investigating active fraud cases, the DIG works with Bank employees to 
identify potential fraud schemes at early stages. The most common fraud schemes toat we have 
encountered involve outside parties obtaining loans or guarantees through false representations 
and submission of false documents. Accordingly, we have provided training to Bank staff and to 
delegated lending institutions in recognizing indicators of fraudulent documentation. Frauds are 
often detected after loans default and claims are received. The OIG, in collaboration with the 
Bank’s Office of General Counsel and Asset Management Division, reviews defaults and claims 
for indicators of fraud. The OIG also conducts proactive investigative work, such as data 
analysis and review of law enforcement databases, to identify potential fraud in Bank 
transactions. 


3 

Office of Legal Counsel, U.S. Department of Justice, Congressional Requests for bformatlon from 
Inspectors Genera! Concerning Open Criminal Investigations, 13 U.S. Op. Off. Legal Counsel 77 (March 24, 1989). 
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Bank employees routinely refer allegations of fraud or misconduct to the OIG, both 
through formal referrals by the Office of General Counsel and Asset Management Division, and 
also on a confidential basis. A significant number of OIG investigations are initiated through 
referrals of information by Bank employees. OIG maintains a complaint hotline that can be used 
to report waste, fraud, and abuse: 1-888-OIG-EXIM. 

The OIG coordinates with other federal law enforcement agencies in our investigations, 
including Homeland Security Investigations/Iinmigration and Customs Enforcement and the FBI. 
Ex-Im Bank OIG also participates in the Export Enforcement Coordination Center (E2C2), an 
information-sharing mechanism among federal agencies responsible for export enforcement. 

The OIG also maintains dialogue with multilateral development banks and other export credit 
agencies to review fraud prevention practices and trends. 


I hope this information is helpful to the Committee in its oversight of allegations of fraud 
at the Export-Import Bank of the United States. Please contact me if you would like clarification 
or have addition^ questions regarding the Ex-Im Bank OIG’s program integrity and employee 
integrity work. 


Sincerely, 



Michael T. McCarthy 
Acting Inspector General 


Cc; 

The Honorable Jim Jordan 

Chairman, Subcommittee on Economic Growth, Job Creation, 
and Regulatory Affairs 

The Honorable Fred Hochberg 

Chairman, Export-Import Bank of the United States 
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Table 1. 

Estimated Total Budgetary Costs of Selected Federal Credit Programs Under FCRA and the 
Fair-Value Approach, 2015 to 2024 

Obligations or Subsidy Cost Subsidy Rate 

Type of Commitments (Billions of dolltffs) (Percent) 

Credit (Billions of dollars) FCRA Fair-Value FCRA Fair-Value 


Depa'tment of Education 


Subsidized Stafford Loans (Undergraduate Students) 
Unsubsidized Stafford Loans (Undergraduate and 

Direct loan 

314 

26 

80 

8.3 

25.4 

Graduate Students) 

Direct loan 

647 

-86 

40 

-13.2 

6.2 

PLUS Loans (Graduate Students) 

Direct loan 

107 

-38 

■13 

-35.3 

•12,4 

PLUS Loans (Parents of Dependent Students) 

Direct loan 

106 

-38 

-19 

-35.6 

-17.5 

Total, Department of Education** 


1,174 

-135 

88 

-11.5 

7.5 




Export-Import Bank 



Export Financing 

Direct loan 

30 

-3 

-1 

-9.3 

-3.2 

Long-Term Guarantees 

Guarantee 

246 

-12 

2 

-4.7 

0.7 

Medium-Term Guarantees 

Guarantee 

2 

* 

** 

-1.6 

2.2 

Medium-Term Insurance 

Guarantee 

2 

* 

** 

-3.7 


Short-Term Insurance 

Guarantee 

67 

* 

*■* 

T 

0.7 

Working Capital Fund 

Guarantee 

30 

* 

'ir* 

t 

0.9 

Total, Export-Import Bank 


376 

-14 

2 

-3.8 

0.4 



Federal Housing Administration 



Single-Family Mutual Mortgage Insurance Fund 

Guarantee 

2,232 

-63 

30 

-2,8 

1.3 


Sources; Congressional Budget Office (for subsidy estimates, using data supplied by agencies) and Office of Management and Budget, 
Budget of the US. Government, Fiscal Year 2015: Federal Credit Supplement {ior commitments and obligations), 

Notes: For the Export-Import Bank, the table shows FCRA and fair-value estimates computed from projected obligations (for direct loans), 
commitments (for guaranteed loans), and cash flows under current law provided by the Administration’s Office of Management and 
Budget and the agency. For student loans and guarantees of single-family mortgages, which are administered, respectively, by the 
Department of Education and the Federal Housing Administration (within the Department of Housing and Urban Development), the 
current-law projections were prepared by CBO. To simplify the analysis, the budgetary estimates for the Department of Education are 
based on the obUgationsXtiai CBO estimates the department will incur each year for student loans rather than on the amount of loan 
disbursements (which would be the basis for official estimates). Estimates reflecting the timing of loan disbursements would differ 
slightly from those shown here. 

Subsidy costs exclude administrative expenses. 

The subsidy rate is the subsidy cost divided by the projected obligations or commitments. 

Numbers in the table may not add up to totals because of rounding. 

FCRA = Federal Credit Reform Act; * = between -$500 million and zero; ** = between zero and $500 million; t = between -0.05 and 
zero; % - between zero and 0.05. 
a. Excludes certain smaller programs. 


federal loan or loan guarantee — called its suKsidy cost — is 
measured by discounting all of the expected future cash 
flows a.ssociared with the loan or loan guarantee to a pres- 
ent value at the date the loan is disbursed. Those cash 
flows include the amounts disbursed, principal repaid, 
interest received, fees charged, and net losses that accrue 
from defaults. That present value expresses the flows of 
current and future income or payments in terms of a 
single number that is equivalent to a lump sum received 


or paid today, the value depends on the discount rate 
(that is, the rate of interest) chat is used to translate future 
cash flows into current dollars. For credit programs to 
have estimated budgetary savings, the discounted value of 
the government’s cash inflows must exceed the dis- 
counted value of its cash outflows. 

Under FCRA’s rules, the present value of expected future 
cash flows is calculated by discounting them using the 
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based on the obUgationsVnaX CBO estimates the department will incur each year for student loans, rather than on the amount of loan 
disbursements (which would be the basis for official estimates). Estimates reflecting the timing of loan disbursements would differ 
slightly from those shown here. 

Subsidy costs exclude administrative expenses. 

FCRA = Federal Credit Reform Act. 


rates on U.S. Trea.sury securities with similar terms to 
maturity. For instance, the yield on a Treasury sccurir)' 
maturing in one year is used to discount cash flows one 
year from disbursement, a two-year rate is used for cash 
flows two years from disbursement, and so on. 

In contrast, under the fair-value approach, estimates are 
based on market values — market prices when those prices 
are available or approximations of market prices when 
directly comparable figures are unavailable — which more 
fully account for the cost of the risk the government takes 
on. In particular, the fair-value approach accounts for the 


cost of maricet risk, which FCRA procedures do nor. 
Market risk is the component of financial risk chat 
remains even after investors have diversified their 
portfolios as much as possible; it arises from shifts in 
macroeconomic conditions, such as productivity and 
emp!o>Tnent, and from changes in expectations about 
future macroeconomic conditions. The government is 
exposed to market risk when the economy is weak 
because borrowers default on their debt obligations more 
frequently and recoveries from borrowers are lower. 
When the government extends credit, the associated 
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market risk of those obligations is effectively passed along 
to taxpayers, who, as investors, would view that risk as 
having a cost. Therefore, the fair-value approach offers a 
more comprehensive estimate of federal costs."* 

Although there are many techniques to approximate fair 
values, a standard method for estimating the market value 
of a direct loan or loan guarantee (adopted for the analy- 
sis here) is to discount the expected cash flows to the pres- 
ent using market-based discount rates. In that case, the 
only difference between FCRA and fair-value estimates 
stems from the choice of discount rates. The estimates of 
cash flows, including the net amount lost through 
defaults, are the same in both approaches, but the differ- 
ence in discount rates means that those cash flows are 
valued differently. The difference between the FCRA and 
fair-value discount rates can be interpreted as the addi- 
tional compensation that investors would require to bear 
the risk associated with federal credit. 

How would the results under the two approaches differ? 
The cost of a direct loan reported in the federal budget 
under FCRA procedures is lower than the cost that pri- 
vate in-stiturions would assign to similar credit assistance 
on the basis of market prices. Specifically, private institu- 
tions would generally calculate die present value of 
expected future cash flows by discounting them using the 
expected rates of return on private loans (or securities) 
with similar risks and maturities. Because the expected 
races of return on private loans exceed the rate,s on Trea- 
sury securities, the discounted value of borrowers’ 
expected payments is smaller under this alternative 
approach, which implies a larger cost for issuing a loan. 

Similar reasoning implies that the cost of a loan guarantee 
calculated using the fair-value approach would be higher 
than its cost as estimated under FCRA. When it provides 
a loan guarantee, the government bears the lo.sses result- 
ing from a default on the loan and any market risk 
a,ssociatcd with those losses. Because of that government 
commitment, a lender places more value on a loan with a 
guarantee than on the same loan without a guarantee. 
The difference in value between them is the “fair value” 
of the guarantee, which reflects the higher lo.sses that an 
investor would expect on a loan without a guarantee and 
the higher discount rate that an investor would require to 


4. For further di-scussion, see Congic.s.sional Budget Office, 

Fair-Value Accounting for Federal Credit I^ograms (March 2012), 
www.cbo.gov/puhliciit ion/43027. 


compensate for the market risk associated with such a 
loan. Under FCRA, the expected losses, but not the value 
of the market risk, would be included in the cost. Because 
a loan without a guarantee has more market risk than the 
same loan with a guarantee, assigning a cost to market 
risk througli the use of the fair-value approach results in a 
higher estimated cost for the guarantee. 

The Department of Education’s 
Student Loan Programs 

The Department of Education offers a number of differ- 
ent types of loans to help .studenw and their families 
finance postsccondary education. Its four largest loan 
programs are; 

■ subsidized Stafford loans (available only to under- 
graduate students, the government pays the interest 
while the borrower is in school); 

■ un-subsidized Stafford loans (available to under- 
graduate and graduate students, the borrower pays 
interest while in .school); 

■ graduate PLUS loans (available to graduate students 
who have reached borrowing limits for other federal 
direct loans); and 

I parent PLUS loans (available to parents of 
dependent students).^ 

CBO estimates that, under current law, total loan volume 
for cho.se four programs will increase from $103 billion 
in 2015 to $133 billion in 2024.'* Spending for those 
programs is cla-ssificd as mandatory; lending levels are 
limited only by per-borrower limits established in the 
Higher Education Act, and the programs arc not subject 
to the annual appropriation process. 


5. For additional information on student Joan programs, see 
David P. Smole, FeJeraiSmdent Loans Made Under the Fedeml 
Family Fducation Loan IVo^atn and the WilUam D. Ford Federal 
Direct latrin D-ognim: Terms and Conditions for Bortmvm, 

Report for Congress R4()l 22 {Congressional Research Service, 
January 16. 2014). 

6. Foradditbnal discussion of CBO’s projections, sec Congressional 
Budget Office, CBO's April 20M Baseline IVojectiom forlhe 
Student Loan Program (April 2014), www.cbo.gov/puhlication/ 
44198. 
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Ail cogerhcr, those four programs are projected to pro- 
duce a net gain (a negative subsidy) to the government 
totaling roughly Sl35 billion over the lO-year period 
under the FCRA approach but a net cost (a positive sub- 
sidy) of roughly $88 billion using the fair-value approach 
(see footnote 2 for more information on those projec- 
tions). Both values exclude administrative costs. Thus, 
accounting for those programs on a fair-value basis would 
increase the estimated subsidy costs by about $223 billion 
over the next 10 years. According to CBOs estimates, the 
combined subsidy rate — that is, the total cost or savings 
divided by the total amount disbursed — for those pro- 
grams over the lO-ycar period would be negative 
11.5 percent under the FCRA approach; by contrast, 
using the fair-value approach, the combined subsidy 
rare would be positive 7.5 percent. 

On a FCRA basis, three of the four largest student Joan 
programs would have a negative subsidy and thus ha\'e 
the net effect of lowering the deficit in each year of the 
10-year projection period; only the subsidized Stafford 
loans are projected to have a positive subsidy cost (see 
Table 2). 

The subsidy cost would be higher for all four programs 
under the fair-value approach, although two of them — 
the PLUS loan program.s — ^would continue to .show a 
negative subsidy. In principle, negative fair-value subsi- 
dies should be rare as they represent a profitable opportu- 
nity for private-sector instirutions to offer credit on more 
favorable terms. A negative fair-value subsidy may arise 
for some types of student loans because the federal gov- 
ernment has tools to collect from delinquent borrowers 
that private lenders do not have, giving federal programs 
an advantage over private-sector lenders.'” 


7. Tlic same collection cools are ii.scd by the government for Stafford 
progi-ain.s, but those program.s have a positive fair-value subsidy 
because Stafford borrowers generally pay lower rates of interest 
and are less likely to folly repay their loans than PLUS borrowers. 


The Export-Import Bank’s Loan, Loan 
Guarantee, and Insurance Programs 

The Export-Import Bank provides direct loans, loan 
guarantees, and credit insurance to foreign and domestic 
entities to support the export of U.S goods and services. 
Ex-Im Banks program,s are subject to the annual appro- 
priation process, and hence, arc clas.sified as discretionary. 
Annua! appropriation bills provide funding to cover the 
subsidy' cost, if any', of that lending. In addition, Ex-Im 
Banks authorizing legislation limits the total dollar 
amount of loans, loan guarantees, and insurance that the 
bank can have outstanding at any given time.^ That expo- 
sure was approximately' $1 14 billion at the end of fiscal 
year 2013, which is $16 billion below its authorization of 
$130 billion for chat ycat 

For its analysis, CBO computed subsidy costs for Ex-Im 
Bank using the bank’s projection of cash flows and the 
Office ofiManagement and Budget’s discount rates — 
thus, the subsidy costs match those reported in the Fed- 
eral Credit Supplement’ For its fair-value estimates, 
CBO used the same cash flows but added a risk premium 
to the disanint rate. Those risk prcmium.s were estimated 
on the basis of the default projections underlying the cash 
flows. Because its baseline for Ex-Jm Bank shows a stream 
of negative subsidies (using the FCRA approach) that 
remain constant from year to year, CBO estimated only 
the 2015 subsidies and applied those costs to each year of 
the 10-year projections. 

If Ex-f m Bank’s activity in 2015 marches the President's 
budget request for that fiscal year, CBO estimates that 
$37.6 billion in new loans would be made or guaranteed 
in the bank’s .six largest credit programs, with savings 
totaling $1.4 billion on a FCRA basis .and costs totaling 
$0.2 billion using the fair-value approach. Thus, the 
10-y'ear effects would be savings of $14 billion using 
FCRA methodology and costs of $2 billion using the 


8. For fonher iaformation about £x-Im Banks programs, sett 
Shaycrah Ilias, Ex/>o>l-Impon bank: backgivund and Le^sLztixe 
Issues, Report for Ccangiess R42472 (Congiessional Research 
Service, May 22, 201 2). 

9- Tile FCRA subsidy estimates in this report difit-r only slightly 
from CBO’s April 2014 baseline. 
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Table 2. 

Estimated Annual loan Volume and Budgetary Costs of Selected Federal Credit Programs 
Under FCKA and the Fair-Value Approach, 2015 to 2024 

(Billions of dollars) 

Total, 

2015- 

Program Name 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2024 


FCRA Subsidy Cost 

Departm&it of Education 


Subsidized Stafford Loans (Undergraduate Shiderts) 

1 

2 

2 

3 

3 

3 

3 

3 

3 

3 

26 

Unsubsidized Stafford Loans Undergraduate 
and Graduate Students) 

-10 

-9 

-8 

-8 

-8 

-8 

-8 

-9 

-9 

-9 

-86 

PLUS Loans (Graduate Students) 

-3 

-3 

-3 

-3 

A 

-4 

4 

4 

-4 

-5 

-38 

PLUS Loans (Parents of DepeiKlent Students) 

A 

A 

-4 

-3 

A 

-4 

4 

4 

-4 

4 

-38 

Total, Department of Education* 

-16 

-15 

-13 

-12 

-12 

-12 

13 

-14 

-14 

-14 

-135 

Export Financing 

* 

* 

* 

* 

Export-Import Bank 

* 

* 

* 

* 

-3 

Long-Term Gua’antees 

-1 

-1 

-1 

-1 

-1 

-1 

-1 

-1 

-1 

-1 

-12 

Mediunr-Term Guarantees 

* 

* 

* 

* 

* 

* 

* 

* 

* 

* 

* 

Medium-Term Insurance 

* 

* 

* 

* 

* 

* 

* 

* 

* 

* 

* 

Short-Term Insurance 

* 

* 

* 

* 

* 

* 

* 

* 

* 

* 

* 

Working Captal Fund 






— 

* 

* 

— 

* 

* 


Total, Export- Import Bank 

-1 

•1 

-1 

♦1 

-1 

-1 -1 

-1 

-1 

'1 

-14 





Federal HMsing Administration 





Single-Family Mutual Mortgage Insurance Fund 

-8 

-8 

-8 

■7 

-7 

-5 -5 

-5 

-5 

-5 

-63 






Fair- Value Subsidy Cost 










Department of Education 





Subsidized Stafford Loans (Undergraduate SUidents) 
Unsubsidized Stafford Loans (Undergraduate 

7 

7 

8 

8 

8 

8 8 

8 

9 

9 

80 

and Graduate Students) 

4 

4 

4 

4 

4 

4 4 

4 

4 

4 

40 

PLUS Loans (Graduate Studarts) 

-1 

■1 

-1 

-1 

-1 

-1 -1 

-i 

-2 

-2 

-13 

PLUS Loans (Parents of Dependent Students) 

-2 

■2 

-2 

■2 

-2 

-2 -2 

-2 

-2 

-2 

-19 

Total, Department of Education" 

8 

8 

9 

9 

9 

9 9 

9 

9 

10 

88 






Export-Import Bank 





Exiwrt Financing 

* 

* 

* 

* 

* 

* * 

* 

* 

* 

-1 

Long-Term Guarantees 

** 

** 

** 

** 

** 

** ** 

** 

** 

** 

2 

Medium-Term Gua’antees 

** 

** 

** 

** 

** 

** *■* 

** 

** 

** 

** 

Medium-Term Insurance 

** 

** 

** 

** 

** 

** ** 

** 

** 

** 

** 

Short-Term ttsurance 

** 

** 

** 

** 

** 

** ** 

** 

** 

** 

** 

Working Ca|)jtal Fund 

** 

** 

** 

** 

** 


** 

** 

** 

** 

Total, Export- Import Bank 

** 

** 


** 

** 



** 

** 

2 





Fed&al Housing Administation 





Single-Family Mutual Mortgage Insurance Fund 

1 

2 

2 

2 

3 

4 4 

4 

4 

4 

30 


Continued 
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» ^ ^ \ ^ *Tted Federal Crc^iu >i.' 

r '-y . 


(Biilions of doiiars) 

Total, 

2015- 

Program Name 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2024 

Total Loan Volume 


D^jartiDent of EAication 


Subsidized Stafford Loans (Undergraduate Students) 
Unsubsidized Stafford Loans (Undergraduate 

28 


29 

30 

31 

32 

33 

33 

34 

35 

314 

and Graduate Students) 

57 

59 

3) 

62 

64 

66 

67 

69 

71 

73 

647 

PLUS Loans (Graduate Sfeidents) 

8 

9 

9 

10 

10 

11 

11 

12 

13 

13 

107 

PLUS Loans (Parents of Dependent Students) 

10 

10 

10 

10 

10 

11 

11 

11 

11 

12 

106 

Total, Department of Education* 

103 

106 

109 

112 

115 

119 

122 

126 

129 

133 

1,174 






Bport-Import Bank 





Export Financing 

3 

3 

3 

3 

3 

3 

3 

3 

3 

3 

30 

Long-Term Guarantees 

25 

25 

25 

25 


25 

25 

25 

25 

25 

246 

Medium-Term Guarantees 

** 

** 

irk 

** 

** 

** 

** 

** 

** 

*•* 

2 

Medium-Term Insuraice 

** 

** 

** 

** 

** 

** 

** 

** 

** 

** 

2 

Short-Term Insurance 

7 

7 

7 

7 

7 

7 

7 

7 

7 

7 

67 

Working Capita! Fund 

3 

3 

3 

3 

3 

3 

3 

3 

3 

3 

30 

Total, Export-Import Bank 

38 

38 

38 

38 

38 

38 

38 

38 

38 

38 

376 





Federal Housing Admmtratbn 





Single-Family Mutual Mortgage Insurance Fund 

150 

185 

207 

223 

238 

231 

245 

249 

251 

253 

2,232 


Sources: Congressional Budget Office (for subsidy estimates, using data supplied by agencies) and Office of Management and Budget, 
Budget of the U.S. Government, Fiscal Year 2015: Federal Credit Supplement [tor commXmenXs and obligations), 

Notes: For the Export-Import Bank, the table shows FCRA and fair-value estimates computed from projected obligations (for direct loans), 
commitments (for guaranteed loans), and cash flows under current law provided by the Administration’s Office of Management and 
Budget and the agency. For student loans and guarantees of single-family mortgages, which are administered, respectively, by the 
Department of Education and the Federal Housing Administration (within the Department of Housing and Urban Development), the 
current-law projections were prepared by CBO. To simplify the analysis, the budgetary estimates for the Department of Education are 
based on the obiigationsxtial CBO estimates the department will incur each year for student loans, rather than on the amount of loan 
disbursements (which would be the basis for official estimates). Estimates reflecting the timing of loan disbursements would differ 
slightly from those shown here. 

Subsidy costs exclude administrative expenses. 

The subsidy rate is the subsidy cost divided by the projected obligations or commitments. 

Numbers in the table may not add up to totals because of rounding. 

FCRA = Federal Credit Reform Act; * = between -$500 million and zero; ** = between zero and $500 million, 
a. Excludes certain smaller programs. 
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fair-value approach, a difference of $16 billion.'^ The 
average subsidy rate under the FCRA approach is esti- 
mated to be negative 3-8 percent for all of the banks pro- 
grams combined, whcrea.s the average fair-value subsidy 
rate is estimated to be positive 0.4 percent. 

Each of Ex-Im Banks six largest credit programs would 
generate a negative or zero budgetary cost on a FCRA 
basis. CBO estimates. The subsidy cost woidd increase 
for all programs under the fair-value approach but would 
be less than 1 percent for most of them. CBOs feir-value 
estimate for the Export Financing direct loan program is 
still negative. That negative fair-value subsidy estimate 
could arise because of obstacles that prevent private enti- 
ties from making loans on the same terms or because 
CBO’s estimates understate the true subsidy cost because 
they exclude the program’s administrative costs from sub- 
sidy cash flows or because the methods CBO used to esti- 
mate risk premiums arc not precise. 

The Federal Housing Administration’s 
Single-Family Mortgage Guarantee 
Program 

Through its single-family mortgage guarantee program, 
FHA administers mortgage insurance programs that pro- 
vide guarantees for first-time home buyers and other bor- 
rowers who might otherwi.se find it difficult to obtain a 
mortgage. Under the terms ofit,s insurance programs, 
FHA agrees to reimburse a mortgage lender for the 
unpaid balance of a loan and any accrued i nterest if a bor- 
rower defaults on the scheduled mortgage payments. The 
annual appropriation process limits the amount of new 


10. Tlic small po.sitivc overall fair-valiicsulMidy cost for Ex-Im Bank’s 
piogianis ijt this icporc differs from CBO’s estimate in June 2012 
for loans to be made in 2013, which CBO pn>jcctcd to have a 
negative ftiir-vahic subsidy cost. That difference stems mainly 
from the selection of a higlier discount rate for the long-term loan 
guarantee program, A higher discount rate associated with greater 
market risk generates a larger difference between the FCRA and 
fair-value estimacc.s. Although the type of credit and Joan maturity 
associated with the long-term guarantee program did not chan^, 
the reported amount of projected defaults increased from 2013 a> 
2015. In the 2013 Federal Credit Supplement, the Adminbtration 
repotted an expected default rate of 1.35 percent, no recoveries, 
and a default .subsidy cost (net of recoveries) of 1 .29 percent for 
the long-term guarantee program. In the 201 5 Federal Credit 
Supplement, expected defaults increased to 6.12 percent, recover- 
ies increased to 66,9.3 percent, and default .subsidy costs increased 
to 1,91 percent. 


mortgage guarantees that FHA can make and their 
associated budgetat)’ costs. In preparing its baseline pro- 
jections, CBO made detailed 1 0-year projections of the 
budgetar)'’ effects of FHA's mortgage guarantees on a 
FCRA basi-s." 

Under current law. the volume of new mortgages guaran- 
teed by FHA’s single-family mortgage guarantee program 
is projected to grow from approximately $150 billion in 
fiscal year 2015 to approximately $250 billion in fiscal 
year 2024. With such an increase, approximately 
$ 2.2 trillion in single-family mortgages would be 
guaranteed by FHA over the 201 5—2024 period. 
Assuming no changes in the current laws governing 
that program, CBO projects that the FCRA subsidy 
would be negative $63 billion over that 10-year period 
and that the subsidy rate would be negative 2.8 percent 
on a FCRA basb. By contrast, CBO estimates that the 
foir-valuc sulTsidy axst would be positive $30 billion over 
the 10-year period and that the fair-value subsidy rate 
would be positive 1.3 percent. Accounting for FHA's 
single-family mortgage guarantee program on a fair-value 
basis would increase the program’s e.stimarcd subsidy 
co.sts by approximately $93 billion over the 2013-2024 
period. 

FHA’s single-family mortgage guarantee program show.s 
a negative subsidy in each year of the 1 0-year period on a 
FCRA basis. However, the program’s contribution to 
reducing the deficit would decline over the period, 
according to CBO’s analysis. The negative subsidy race 
would fall from 5-3 percent in 2015 to 2.0 percent in 
2020 and subsequent years. The subsidy rate would be 
less negative for two main rea.son.s. First, CBO expects 
FHA to reduce its fees from their present, historically 
high levels as the value of its capital reserve aewunt 
recovers from recent losses.’^ Second, CBO expects some 
borrowers with relatively high credit scores to return to 


11. For additional discussion ofFHA’s single-family mortgage 
insurance progiam, sec Congressional Budget Office, “FHA's 
Sin^c-Family Moitgagc Guarantee Program: Budgetasy Cost or 
Savings?" C'liO (Octohev 21, 201.3), www.cbo.gov/ 
publication/44628; and Accounting fiir FHA's SingU-Pamily 
MoUgage insumnee Ptvgtnm on a Fait'-Value Basis (attachment to a 
letter to the Honorable Paul Ryan, May 18, 201 1), www.cbo.gov/ 
pub! ication/4 1445. 

12. For additional discussion of FHA’s capital rcscivc account, see 
Congressional Budget OfFicc, “How FHA'.s Mutual Mortgage 
lasurance Fund Accounts for tbe Cost of Mortgage Guarantees," 
CSO (October 22, 201.3), www.cbn.gov/pabiication/44634. 



80 


M.\Y20!4 


FAlR-mOE ESTftUTES OF TTiE C(KT OF SELECTED FEDERAL CREDIT PROGAMS FOR 20 1 S 10 202 1 


rhe private market as the housing marker recovers from 
the financial crisis chat began in 2007- Nonetheless, CBO 
projects that FHA's volume of new loan guarantees would 
rise over the 10-year period as the overall mortgage 
market grows. 

The annual fair-value costs are projected to increase over 
rime as FHA reduces borrowers’ fees and more lower-cost 
loans receive private-sector guarantees. Partly offsetting 
those factors, CBO anticipates that the market risk pre- 
mium for the program will fall over time, refleaing an 
expected reduction in the compen.sation private investors 
require for market risk because of the recover}' in the 
housing market and the normalization of conditions 
in the financial markets. On net, the fair-value subsidy 
rate is projected to rise from 0.7 percent in 2015 to 
1.7 percent in 2024. 


Administrative Costs 

Under FCRA accounting, the administrative expenses of 
federal credit programs are not included in the subsidy 
costs but instead arc accounted for separately on a ca.sh 
basLs. To maintain consistency between the FCRA and 
fair-value estimates and because CBO did not have access 
to the additional data required to estimate those costs for 
all three programs, CBO’s fiir-value estimates also 
exclude federal administrative costs. 

However, comprehensive fair-value estimates of subsidies 
for credit programs would incorporate certain admini.s- 
trative expenses, such as servicing and collection costs, 
that are essential to preserving the value of the govern- 
menfs claims (rather than accounting separately for those 
costs on a cash basis). Those expenses can differ signifi- 
cantly among credit programs. 


This report — ^which updates estimates that the 
Congressional Budget Office included in its June 2012 
report titled Fair-Value Estimates of the Cost of Federal 
Credit Proems in 2013 (vvww.cho.gov/publication/ 
43352) — was requested by the Chairman of the 
House Budget Committee. Tn accordance with CBO’s 
mandate to provide objective, impartial analysis, the 
report makes no recommendations. 


Mitchell Remy of CBOs Financial Analysis Division 
prepared the report with guidance from 
Damien Moore. Chad Chirico, Sunita D’Monte, 
G^riel Ehrlich, Deborah Kalcevic, Wendy Kiska, 
Jason Levine, and Jeffrey Perry contributed to the 
analysis. Peter Fontaine, Theresa Gullo, and 
David Torregrosa provided helpful comments. 

Jeffrey Kling and Robert Sunshine reviewed the report, 
Loretta Lettner edited it. and Maureen Costantino 
prepared it for publication. This report, along with 
other CBO publications, i.s available on the agency’s 
website (www.cbo.gov/publicarion/45383). 



Douglas W. Eimendorf 
Director 
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Bloomberg 


House to Subpoena Ex-Im Worker as Time Runs Out 
for Bank 

By Laura Litvan - Jul 25, 2014 

A U.S. House committee subpoenaed a former Export-Import Bank employee in a widening 
investigation that could complicate efforts to reauthorize the lender two months before its charter 
expires. 

The worker is being ordered to testify July 29 to the House Oversight and Government Reform 
Committee, Chairman Darrell Issa said yesterday in an interview. The hearing , which will 
examine allegations of corruption at the bank, also will hear from President Fred Hochberg. 

‘The American people feel these programs are not well run,” said Issa, a California Republican. 
“There are examples of perhaps loans that were not necessary and the question of corruption. So if 
you want to keep a program alive, make it justify itself and be clean.” 

U.S. Export-Import Bank: From Apple Pie to Endangered Species 

Several House Republicans, including incoming Majority Leader Kevin McCarthy, oppose letting 
the bank continue after Sept. 30 when its charter expires, saying private lenders can do the job. 
The bank helps foreign customers buy U.S. goods. 

Republican lawmakers and Tea Party-affiliated groups say the bank is a form of corporate welfare 
that primarily benefits companies including Boeing Co. TBAl. General Electric Co. fGEl and 
Caterpillar Inc. (CAT) and should be shut when its charter expires. Issa said he favors continuing 
the bank, with some changes. 

] “Many of us support the concept of making sure there’s an availability of funds to support 
! competitiveness in exports, but we have to make sure that the American people believe it’s being 
I spent fairly and honestly,” Issa said. 

‘Another Arrow’ 

Any investigation into the misconduct allegations may increase the chances that Congress will let 
the bank’s charter lapse, said John Pitney, a political science professor at Claremont McKenna 
College in Claremont, California. 
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Opponents “get another arrow in their very large quiver,” Pitney said. “It pro\ides another way of 
justifying opposition to the general public.” 

After the hearing was announced, a top adv<Kate of shuttering the bank said the congressional 
investigation is clearly merited. 

“The allegations of kickbacks and corruption at the Export-Import Bank are as disturbing as they 
are serious,” House Financial Services Committee Chairman Jeb Hensarling, a Texas Republican, 
said in a statement. 

Worker Dismissed 

Issa said he signed a subpoena yesterday to compel the appearance of an employee, Johnny 
Gutierrez. “He refiised to come voluntarily,” Issa said. 

Matt Bevens, a spokesman for the bank, today said Gutierrez has been dismissed. Gutierrez 
worked in the Ex-Im finance department. 

Gutierrez’s lawyer, Douglas McNabb, said on June 24 that his client was under investigation and 
declined to provide additional details. McNabb didn’t respond to phone messages and e-mails 
yesterday seeking comment. 

Becca Watkins, a committee spokeswoman, said Hochberg is among the witnesses. She didn’t 
identify others who will testify. 

The bank’s inspector general is investigating alleged misconduct by four employees, and at least 
two of four people involved have left the bank, Hochberg said at a House hearing June 25. He 
didn’t name the employees. 

Hochberg is defending the bank’s activities. In Boston yesterday, Hochberg took on detractors who 
say the bank lets the government pick winners and losers in the marketplace. 

‘Crony Capitalism’ 

“If you listen to some people in Washington, you’ll hear the term ‘crony capitalism’ thrown around 
a lot,” Hochberg told the New England Council, an alliance that backs economic development. 

“You want to know what real crony capitalism looks like? It looks like the government of China 
supporting state-owned enterprises with opaque subsidies and outrageous financing terras,” he 
said, according to prepared remarks. “It has nothing in common with what we do at Ex-Im.” 

The bank’s support for U.S. exports have benefited businesses including aircraft giant Boeing of 
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Chicago and Hartzell Propellers Inc. of Piqua, Ohio . Hie bank last year backed $ 37-4 billion in 
exports, and says it has returned more than $3-4 billion sin<« 2005 to the U.S. Treasury. 

The anti-bank drive gained momentum in June when McCarthy, elected as No. 2 House 
Republican, said he was joining other foes of the lender, including Hensarling and House Budget 
Committee Chairman Paul Ryan of Wisconsin . 

After that, 41 House Republicans wrote to Speaker John Boehner and McCarthy urging them to 
move ahead with a long-term reauthorization to provide more certainty to exporters. 

Congress is in session for 15 days before the charter expires due to a five-week recess starting Aug. 
1. The Obama administration is seeking a fiw-year reauthorization and a gradual increase in the 
bank’s lending cap, to $160 billion from $140 billion. 

When the bank was reauthorized for two years in 2012, it was after months of debate. President 
Barack Obama signed the measure a day before the bank’s charter was scheduled to lapse. 

To contact the reporter on this stoiy^: Laura Litvan in Washington at llitvan@bloomberg.net 

To contact the editors responsible for this story: Jon Morgan at imorgan 07 @bloomberg.net Steve 
Geimann 
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ONE HUNDRED THfRTEENTH CONGRESS 


CongvE^s! of tfjE ®nitEb ^tatEs 

OUSE of EEprES'Entatttaes 

COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM 
2157 Rayburn House Office Building 
Washington. DC 20515-6143 


Opening Statement 

Rep. Matt Cartwright, Ranking Member 



Subcommittee on Economic Growth, Job Creation and Regulatory Affairs 
Hearing on “Examining Allegations of Corruption at the Export-Import Bank” 


July 29, 2014 


Thank you, Mr. Chairman, and welcome to our witnesses on today’s panel. 

Today’s hearing is intended to examine recent allegations of corruption at the Export- 
Import Bank, an independent, self-sustaining agency with a history of supporting U.S. jobs by 
financing the export of American goods and services. 

I look forward to today’s testimony on the Bank’s anti-corruption and fraud efforts, the 
process for responding to employee integrity issues, and how it maintains high ethical standards 
that Congress and the American public expect from all government agencies. 

However, I am concerned that this hearing has been called in a rush to judgment, 
intended to tarnish the reputation of the Bank and its employees in an attempt to unduly 
influence a vote on the Bank’s reauthorization. 

Four Ex-Im Bank employees are currently under investigation. Details of those 
investigations cannot and should not be discussed at this hearing because Congressional 
oversight must not jeopardize ongoing personnel actions and criminal investigations. I hope that 
the Chairman will agree to instruct members not to unintentionally jeopardize the investigations 
by pressing for ceftain details of the alleged misconduct. 

Nonetheless, both Chairman Jordan and Chairman Issa have stated that these incidents, 
which we have very limited detail about, suggest a broader culture of corruption at the Bank. 
However, the facts do not support this conclusion. 

Each of these investigations followed a formal referral for investigation that originated in 
the Ex-Im Bank General Counsel’s office. To date, every case of alleged fraud that the Inspector 
General has referred for prosecution concerns outside entities which w'ere seeking to steal 
taxpayer funds, not Bank employees. The fact tliat outside parties attempted to defraud the Bank 
does not indicate that there is a culture of corruption inside the Bank. Calling the Bank corrupt 
for crimes committed against it is what -we call blaming the victim. 
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Now let’s talk about what this hearing is really about, and that is the reauthorization of the 
Export-Import Bank. This issue, for the first time in modem memory, has become controversial, and not 
because of the issue before us today, but because the Tea Party faction of the Republican Party is 
holding its reauthorization hostage. This hearing s^ms to be designed to influence this important 
upcoming vote with propaganda and political th^ter. 

A large group of Democrats and sensible, moderate Republicans (many of which I’m proud to 
call friends) realize the contribution that the Export hnport Bank makes to our communities, by 
providing support for jobs and investments in small businesses all across America by allowing our 
domestic manufacturers to compete with compani^ who are getting help from their own countries’ 
export banks overseas. We must level the playing field for these companies because other countries are 
putting their thumbs on the scale in favor of their own manufacturers. We must do the same or our 
companies and our workers face an unfair disadvantage. 

The Bank supports businesses in every state in the US. In my district alone, I’m very happy that 
the Bank supports 10 companies and 639 Jobs—in fact the Bank supports S5.5 billion in exports state 
wide. Nationwide, the Bank has supported 1.2 million American jobs, generated billions for the 
government, and cost US taxpayers nothing— in fact, we make money on the deals. 

On average, 87% of Bank transactions benefit small business exporters of U.S.-made goods and 
services. These are deals that could not— and would not— be done by the private sector alone, and are the 
perfect example of the kinds of public private partnerships we need to get our economy going again, get 
our businesses thriving again and gel our people back to work. 

Speaking of getting back to work, I w'ould note that this is the first hearing in the Economic 
Grow'th, Job Creation and Regulatory Affairs that has even tangentially to do with job creation, and 
therefore I appreciate the Chairman having this hearing at all. 

I hope that the Chairman will join me and other Republican and Democratic members who are 
calling for the reauthorization of a bank that supports U.S. jobs by financing the export of American 
goods and services. 

In fact, an Op-Ed by William E. Brock, Labor Secretary under President Ronald Reagan shows 
how far away from the tenets of Ronald Reagan the modem Republican Party has drifted; 

As a Republican, I would prefer that the private sector carry the entire load of supporting our 

international competitiveness. But the w'orld market is not a level playing field, and the bank is 

absolutely vital for companies involved in the global economy. Having w-orked closely with Mr. 

Reagan on trade issues, I am confident that he felt the same. 

I ask unanimous consent to enter this op-ed into the record. 

Thank you Mr. Chairman and I yield back. 


Contact: Jennifer Hoffman, Press Secretary, (202) 226-5 181. 
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